Commonwealth of Pennsylvania

Comprehensive
Annual Financial
Report

For the Fiscal Year
Ended June 30, 2018

Governor
Tom Wolf




- THIS PAGE INTENTIONALLY LEFT BLANK -



Commonwealth of Pennsylvania

Comprehensive Annual Financial Report
For the Fiscal Year Ended June 30, 2018

Tom Wolf, Governor

Prepared By:

Randy Albright, Secretary
Office of the Budget

John Raymond, Executive Deputy Secretary
Office of the Budget

Anna Maria Kiehl, CPA
Chief Accounting Officer

This document is available on the Office of the Budget homepage at: www.budget.pa.gov
Click on Publications & Reports for access to the current and previous reports.




Commonwealth of Pennsylvania
Comprehensive Annual Financial Report
For the Fiscal Year Ended June 30, 2018

TABLE OF CONTENTS
Page
INTRODUCTORY SECTION
N LI = T PR PUPURRRS 1
TaDIE OF CONTENTS ..ottt e e e ettt e e e et e e e e e abeeeeeateeeseasaeaeaabaeaeaeesaeeeessaaesseeaanns 2
Letter Of TranSMITLAl.......coi ettt e et e e et e e e et e e e e ata e e seaaaeeessbeeeeaeensaeseensaeeessseaeans 5
Commonwealth of Pennsylvania Organization Chart...........cccoccuvieiiiiii e 10
Office of the Budget-Office of Comptroller Operations Organization Chart.........c.cccceevcieeeecieeeeciee e, 11
e TaTol o F= I =TT LT oo TSRS 12
Certificate Of AChTEVEMENT ... ...iii e e e e e e st e e e sste e e saaeaeesssnbeeeennseeeennneeas 13
FINANCIAL SECTION
REPORT OF INDEPENDENT AUDITORS ..ottt 16
MANAGEMENT’S DISCUSSION AND ANALYSIS ......ooiiiiiiiiieiteeiteeiteeeteesteesaeestteeseeesaeaeessseenaeesnseesnseesnne 20
BASIC FINANCIAL STATEMENTS:
Government-wide Financial Statements:
] =TT 1Yo o LT Al o XY | o o SRR 46
SEATEMENT OF ACTIVITIES ..ttt e e e e e et e e e e e e e eabb bt e e e e e sesaabeeeeeeeeeeeessbabeeeseessannes 48
Fund Financial Statements:
Balance Sheet-Governmental FUNGS.........oocuiii it e et e e see e st e e e e e e e enrae e e enreeeens 50
Reconciliation of the Balance Sheet-Governmental Funds to the Statement of Net Position .............. 52
Statement of Revenues, Expenditures and Changes in Fund Balances-Governmental Funds .............. 54
Reconciliation of the Statement of Revenues, Expenditures, and Changes in Fund Balances-

Governmental Funds to the Statement of Activities 55
Statement of Net Position-Proprietary FUNAS..........cooiiiiiiiiiiiec e 56
Statement of Revenues, Expenses and Changes in Net Position-Proprietary Funds..........ccccceuveeeuneenn. 58
Statement of Cash FIoWs-Proprietary FUNAS.........ccuiiiiiiiri ettt 60
Statement of Fiduciary Net Position-Fiduciary FUNAS...........ccveeeiiiiiiiiiee e 62
Statement of Changes in Fiduciary Net Position-Fiduciary FUNdS .........cccccvvveieiiiii e 63
Statement of Net Position-Discretely Presented Component UnitS.......cccccveeeecieeiviieeeniiee e 64
Statement of Activities-Discretely Presented Component UNitS........ccceerveeriieenieenienniienienec e 66

Notes To The Financial State@meEnts ..........ccooiiiiiiiii e e e e s bae e e 67
REQUIRED SUPPLEMENTARY INFORMATION:
Schedule of Pension Amounts-Commonwealth’s Proportionate Share of the Net Pension Liability.... 198
Schedule of Pension Amounts-Commonwealth’s Schedule of Contributions .........cccccoeevieiiiieeiiinenn. 199
Schedule of OPEB Amounts-Changes in the Net OPEB Liability and Related Ratios...........cccccvveeeunneen. 200
Schedule of OPEB Amounts-Contributions and Investment REtUINS..........cccveveceereriieeenciieeeeieee e 201
Schedule of OPEB Amounts-Changes in the Total OPEB Liability and Related Ratios .........cccccccveeuee. 202
Budgetary Comparison Schedule-Budgeted Major Funds-General FUNd .........cccoecieeiniieeeniieeenieee s 203
Budgetary Comparison Schedule-Budgeted Major Funds-Special Revenue Fund-Motor License ....... 204
Notes To The Required Supplementary INformation ...........ccocoouiiiieiiii e 205
COMBINING FINANCIAL STATEMENTS (including Nonmajor Budgetary Comparison Schedules):
Governmental Funds-Combining Financial Statements:
Combining Balance Sheet-Nonmajor Governmental FUNS .........ccoeviiiieeriiee e 210
Combining Statement of Revenues, Expenditures and Changes in Fund Balances-
Nonmajor GoVernMENTal FUNGS.......ccuiiiiiiieiiiete ettt be e s b e s nee e 211
Commonwealth of Pennsylvania 2 Governor's Office of the Budget

WWWw.pa.gov www.budget.pa.gov



Special Revenue Funds-Combining Financial Statements (including Nonmajor Budgetary
Comparison Schedules):

Special Revenue Funds-Description-Nonmajor FUNAS ........cccuiiieeiiiieicieee e esee e ere e seee e 214
Combining Balance Sheet-Nonmajor Governmental Funds-Special Revenue Funds ...........ccccveeeunneen. 215
Combining Statement of Revenues, Expenditures and Changes in Fund Balances-

Nonmajor Governmental Funds-Special ReEVENUE FUNAS.........cevieiiiiiiiie e 216

Budgetary Comparison Schedule-Budgeted Nonmajor Funds-Special Revenue Fund-

BaANKING FUNG ...ttt e ettt e e e e et e e e e tb e e e etaeeeeetbeeeeaabeeeeaasaeeesabasseeeassseeeansaeeeassenann 217
Budgetary Comparison Schedule-Budgeted Nonmajor Funds-Special Revenue Fund-

Y1 AV =T ] 4 [ = USRI 218
Budgetary Comparison Schedule-Budgeted Nonmajor Funds-Special Revenue Fund-

Workers’ Compensation AdminiStration ........cc.eiiiiieeeceiiie e e et e s e e e seee e e snaeeeesree e eenens 219

Debt Service Funds-Combining Financial Statements:

Debt Service Funds-Description-NonmMajor FUNGAS ..........couiciiiiiiiiee et eeereee e e e e e e snnreeee s 222
Combining Balance Sheet-Nonmajor Governmental Funds-Debt Service Funds ........cccocveeeviierennnenn. 223
Combining Statement of Revenues, Expenditures and Changes in Fund Balances-

Nonmajor Governmental Funds-Debt SErvice FUNAS.........coicuvieeeeiiie ettt 224

Capital Projects Funds-Combining Financial Statements:
Capital Projects Funds-Description-NonmMajor FUNAS .........cccuiieeiiiieieiee e eeeee e eee e eeene s 226

Combining Balance Sheet-Nonmajor Governmental Funds-Capital Projects Funds 227
Combining Statement of Revenues, Expenditures and Changes in Fund Balances-

Nonmajor Governmental Funds-Capital Projects FUNAS ..........cceceiuiiieeiiie et 228

Proprietary Funds-Combining Financial Statements-Enterprise Funds:

Enterprise Funds-Description-NoNmMajor FUNGS........ccuiiiiiiiie ettt e et et e e eeavae e s saveee e 230
Combining Statement of Net Position-Nonmajor Proprietary Funds-Enterprise Funds........................ 232
Combining Statement of Revenues, Expenses and Changes in Net Position-

Nonmajor Proprietary FUNdS-ENterprise FUNGS ........oooeeieiieiiiiieeciiee et eiee e eeee e svae e vee e e 234
Combining Statement of Cash Flows-Nonmajor Proprietary Funds-Enterprise Funds..........c.cccoceeuneee. 236

Proprietary Funds-Combining Financial Statements-Internal Service Funds:
Internal Service FUNAS-DESCIIPLION ....cccuviic et e e ettt c e e et e e et e e ett e e e esabeeeeeabaeeeearesseeeaareeeanns 240

Combining Statement of Net Position-Nonmajor Proprietary Funds-Internal Service Funds 241
Combining Statement of Revenues, Expenses and Changes in Net Position-
Nonmajor Proprietary Funds-Internal Service FUNAS.........ccocueieeiiieeeeiee e e e 242
Combining Statement of Cash Flows-Nonmajor Proprietary Funds-Internal Service Funds ................. 243
Fiduciary Funds-Combining Financial Statements-Pension (and Other Employee Benefit) Trust Funds:
Pension (and Other Employee Benefit) Trust FUNds-Description ..........cccueieiiuieeeeiieeeeiiee et 246
Combining Statement of Fiduciary Net Position-Pension (and Other Employee Benefit) Trust Funds. 248
Combining Statement of Changes in Fiduciary Net Position-
Pension (and Other Employee Benefit) Trust FUNS ........cocuiiiiiiiiiiiinicncneeeee e 250
Fiduciary Funds-Combining Financial Statements-Private-Purpose Trust Funds:
Private-Purpose Trust FUNds-Description .........cccveeeeiieieeiciee e evee e 252
Combining Statement of Fiduciary Net Position-Private-Purpose Trust Funds 253
Combining Statement of Changes in Fiduciary Net Position-Private-Purpose Trust Funds................... 254
Commonwealth of Pennsylvania 3 Governor's Office of the Budget

WWWw.pa.gov www.budget.pa.gov



Fiduciary Funds-Combining Financial Statements-Agency Funds:

AZENCY FUNAS-DESCIIPTION ...uviiiiiiiie et ceiee ettt e e e ettt e et e e st e e e et e e e etaeeesbbeeeesraeeeasseeessrebeeeenreeesnnees 256
Combining Statement of Fiduciary Assets and Liabilities — Agency FUNds.........cccceveeveeveeevsceenrece e 257
Combining Statement of Changes in Fiduciary Assets and Liabilities — Agency Funds.........ccceceevevureennns 258

Discretely Presented Component Units:

Nonmajor Discretely Presented Component Units-Description ..........cccceerveerieriieeneenieeerieeniee e 264

Combining Statement of Net Position-Nonmajor Discretely Presented Component Units................... 266

Combining Statement of Activities-Nonmajor Discretely Presented Component Units..............c......... 268

STATISTICAL SECTION
Statistical Section Table of CONEENTS ...........coociiiiiiiiiic e s 272
Table 1-Net Position by COMPONENT.......cccuiii ettt e et ette e e e tr e e e e abe e e earee e e sareeans 274
Table 2-Changes in Nt POSITION .......c.uiiiiiiieccees et e e et e e et e e e stte e e seaaaea e eensaaeesnseeeanns 276
Table 3-Governmental Fund Type FUNA BalanCes .......cccuiieeeiiiieiciee ettt et e e e e e 278
Table 4-Revenues by Source and Expenditures by Function-All Governmental Fund Types ........c.cc.cc..... 280
Table 5-Personal Income Tax-Personal Income by INAUSEIY.......c.coociiiiiiiniieniiiieeeeee e 281
Table 6-Personal Income Tax-Personal Income Tax Filers and Liability by Income Level..........c.c.cc..c...... 282
Table 7-Sales Tax-Estimated Taxable Sales by Industry Classification of the Vendor ............cccceeenieeans 283
Table 8-Sales Tax-Sales Tax Remittances by Major Industry Classification ..........ccccccouveieiiiiieiiee e, 284
Table 9-Corporate Tax-Corporate Net INCOME TaX.....ucciiieeeeiiuiieeiiieeeiireeeeitreeesiereeesstaeeeesareeeseaseeeessseeesaans 285
Table 10-Corporate Tax-Capital Stock/Foreign Franchise TaX.......cccceieveeeeeeiieeeieeeiee et 286
Table 11-Outstanding Debt and Outstanding Debt Ratios .........ccccvieiiiiieieiiie e eeee e 287
Table 12-Ratios of General Obligation Bonded Debt Outstanding..........cceecveeereiieeeciiie e 288
Table 13-Computation of Legal Debt IMArgin ......c.cueevueiiiiieiie ettt 289
Table 14-Employment by Nonfarm Related INAUSTIY .......ooveeiiiieiiiii e 290
Table 15-Population and Per Capita Personal INCOME ......ccoouiiiiiiiiiiiiieeciee e 291
Table 16-Employment INFOrmMation .........c..oooeiiiii it et e et e et e e e eare e e seesareeeenns 291
Table 17-Commonwealth Employees by FUNCLION anNd AZENCY.......ueeiiviieieiee et e 292
Table 18-Operating Indicators by FUNCLION and AZENCY.....ccccuiiiiiiiie ettt e e aee e 294
Table 19-Capital Asset Information by FUNCLION aNd AGENCY ....ccccviieiiiiieeeiee et e 296
Appendix

(Yot oo [ oY AN o] o ¢ cA VA= d o o [T 298
Commonwealth of Pennsylvania 4 Governor's Office of the Budget

WWWw.pa.gov www.budget.pa.gov



COMMONWEALTH OF PENNSYLVANIA
GOVERNOR’S OFFICE
HARRISBURG

RANDY ALBRIGHT
SECRETARY
OFFICE OF THE BUDGET

December 13, 2018

To the Honorable Governor, Lieutenant Governor, Members of the General Assembly, and Citizens of the Commonwealth of
Pennsylvania:

We are pleased to present this Comprehensive Annual Financial Report (CAFR) of the Commonwealth of Pennsylvania
(Commonwealth} as of and for the fiscal year ended June 30, 2018. The Office of the Budget, Office of Comptroller
Operations, prepared this report, which includes the Basic Financial Statements, pursuant to the power vested in the
Governor under Section 701 of the Administrative Code and delegated to the Secretary of the Budget by Executive Order No.
1984-3, dated October 11, 1984,

The Basic Financial Statements were prepared in conformity with generally accepted accounting principles (GAAP) as
prescribed by the Governmental Accounting Standards Board (GASB). We believe the financial statements are fairly stated
in all material respects and that they are presented in a manner designed to fairly report the Commonweaith’s financial
position, results of operations, and changes in net position/fund balances. All disclosures necessary to enable the Governor,
the members of the General Assembly, the public, and the financial community to fully understand the Commonwealth’s
operations and financial affairs have been included. Responsibility for the completeness and fairness of the presentation,
including all disclosures, rests with the Commonwealth of Pennsylvania, Office of the Budget, Office of Comptroller
Operations. The Commonwealth relies on its comprehensive framework of internal control in the preparation of Basic
Financial Statements. The Commonwealth has established a cost-effective system of internal controls that is however,
subject to inherent limitations. As is in any system of internal controls, there is reasonable, but not absolute, assurance as to
the effectiveness of the internal control system.

The Commonwealth’s June 30, 2018 Basic Financial Statements have been jointly audited by the Department of the Auditor
General and CliftonLarsonallen LLP, an independent public accounting firm. The independent auditors’ unmodified opinion
is included in the beginning of the Financial Section of this CAFR. The auditors’ opinion provides a reasonable hasis for users
to rely on the information that is included in the Basic Financial Statements.

Management’s Discussion and Analysis (MD&A), which precedes the June 30, 2018 Basic Financial Statements, provides an
overview of the Commonwealth’s financial position and activities thus helping readers to understand the basic financial
statements. This section immediately follows the auditors’ opinion. In addition to the MD&A and Basic Financial Statements,
this CAFR includes: budgetary comparison schedules; combining fund financial statements; other supporting schedules;
narrative information describing individual funds; and statistical tables presenting financial trends, revenue capacity, debt
capacity, demographic and economic information, and operating information as reported over the last ten fiscal years.

Commonwealth of Pennsylvania 5 Governor's Office of the Budget
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PROFILE OF THE GOVERNMENT

Pennsylvania, also known as the Keystone State, is one of only four Commonwealths in the United States. Pennsylvania earns
the title of Commonwealth as a result of its organization by the common consent of the people during colonial times.

The Commonwealth of Pennsylvania provides a wide range of services to enhance the quality of life for its 12.8 millien citizens.
The Commonwealth divides these essential services into seven broad program categories, consisting of direction and
supportive services, protection of persons and property, health and human services, public education, economic
development, transportation, and recreation and cultural enrichment. This programmatic approach enables Pennsylvania to
effectively serve its citizens.

The Commonwealth of Pennsylvania, aside from the defined primary state government, is also accountable for a number of
legally-separate component unit organizations. The major discretely presented component units in Pennsylvania include the
Pennsylvania Turnpike Commission, the Pennsylvania Housing Finance Agency, the Pennsylvania Higher Education Assistance
Agency, the Pennsylvania Infrastructure Investment Authority, and the State System of Higher Education. Although the
Commonweafth does not directly control or operate these component unit organizations, it is still financially accountable for
them, and therefore includes them in the Commonwealth’s financial reporting entity and reports them separately within its
government-wide financial statements. The Commonwealth of Pennsylvania also accounts for two additionat component unit
organizations, the Commonwealth Financing Authority and the Philadeiphia Regional Port Authority. These organizations
function as an integral part of the Commonwealth’s primary government; therefore, their financial information is biended
with the Commonwealth’s primary government financial information.

Pennsylvania government has three distinct branches: the legislative branch, the judicial branch, and the executive branch.
The legislative branch, comprised of the Senate and House of Representatives, develops and passes the Commonwealth’s
laws. The judicial branch, made up of the Pennsylvania Supreme Court as well as other specialized courts, serves the
Commonwealth by interpreting the laws put in place by the legislative branch. The executive branch, consisting of the elected
Governor, Auditor General, Attorney General, State Treasurer, and other appointed officials, works to enforce the laws
established by the legislative branch. With these three branches of the Pennsylvania state government, an effective system
of checks and balances is created. The Commonwealth’s principal leadership and organization charts at June 30, 2018 are
incorporated immediately following this letter.

GENERAL FUND

The General Fund, the Commonwealth’s largest operating fund, may be used to assess Pennsylvania’s financial position and
activities for the fiscal year ended June 30, 2018. it accounts for ali revenues and other receipts that are not required by law
to be accounted for or deposited in special funds, and accounts for a significant portion of Commonwealth expenditures. Tax
revenues, principally personal and corporate net income, and sales and use taxes, constitute approximately 92.6% of the
General Fund budgetary basis state revenues.

BUDGET ADOPTION AND LEGAL COMPLIANCE
BUDGETARY COMPARISON SCHEDULE

A discussion of the Commonwealth’s annual budget process is included as Required Supplementary Information (RSI)
immediately following the Notes to the Financial Statements. The legally adopted budget provides statutory control over
spending. Under Commonwealth law, expenditures cannot exceed amounts appropriated. Budgetary control is exercised by
specific, line-item appropriations. The Budgetary Comparison Schedule, included as RSI, provides original budget, final budget
and actual budgetary results for the fiscal year ended June 30, 2018,

Commonwealth of Pennsylvania 6 Governor's Office of the Budget
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BUDGETARY BASIS GENERAL FUND BALANCE INCREASE/{DECREASE)
FIVE MOST RECENT FISCAL YEARS

The following table shows the General Fund’s year-end fund balance and increases or decreases on a budgetary basis at the
end of the five most recent fiscal years (amounts in millions):

Budgetary Basis General Fund Balance
Increasef{Decrease) Last Five Fiscal Years at June 30

Fiscal Year Balance/{Deficit) Increase/(Decrease)
2018 $ 22 S 1,547
2017 (revised) (1,525) {1,530)
2016 (revised) 5 (252)
2015 (revised) 257 173
2014 (revised) 84 {463}

During the fiscal year ended june 30, 2018, General Fund revenues and other sources exceeded General Fund expenditures
by $1,547, and at June 30, 2018, the Commonwealth reported a budgetary basis surplus of $22 in the General Fund. The
budgetary basis results for the fiscal year ended June 30, 2018 include revenue callections totaling $64,881, less appropriation
authorizations totaling $63,601, plus other net financing sources totaling $267. Included in the $63,601 appropriation
authorizations are $7 of state supplemental appropriation reduction and $275 in federal supplemental appropriations
authorized for the fiscal year ended June 30, 2018 (amounts in millions}. On a budgetary basis $22,362 was transferred from
the General Fund to the Budget Stabilization Reserve Fund during the fiscal year ended June 30, 2018,

ECONOMIC CONDITION

Pennsylvania benefits from a highly diversified economy with a mix of industries, and no one single employment sector
dominates. Since the turbuient diversification of the Pennsylvania economy during the 1970’s and 1980’s, Pennsylvania has
a much more stable economy which tends to track the national economy but with less volatility. During periods of national
economic contraction, Pennsylvania often will outperform the U.S, in areas such as growth in real gross state product, real
personal income and employment. Pennsylvania’s unemployment rate generaily trends below the U.5. rate, and per capita
income levels in the Commaonwealth exceed national levels. However, during periods of economic expansion, Pennsylvania
will often lag behind the rate of growth in the national economy.

Pennsylvania will continue to benefit from the Marcellus Shale natural gas deposit. The buildout of infrastructure to move
gas o the market will continie with the construction of pipelines, compressing stations, and processing facilities. Eventually
the Utica Shale will provide jobs in the mining industry. The state may also attract jobs in industries that can benefit from the
increase in natural gas supplies, either for low-cost energy or for inputs into chemical products. The current growth phase in
the Marcellus Shale production continues to mostly involve building infrastructure to service existing wells. Royal Dutch Shell
is moving forward with its proposed processing plant in Beaver County. The plant will process ethane from nearby natural
gas wells in Pennsylvania, Ohio, and West Virginia inte ethylene, which is the building block of plastics. The plant wil provide
hundreds of jobs and ensure market access for locally produced natural gas liquids. .

The Pittsburgh area continues to attract high-tech jobs such as software development. This, along with the state’s numerous
high-quatity research universities, is helping to mitigate job migration. Tech giants Google and eBay have recently moved
into the area, while Westinghouse is in the process of expanding its headquarters in the region.

The Port of Philadelphia is reporting sharp increases in import volume. This is due to the expansion of the Panama Canal that
has reduced the cost to ship from the Pacific Ocean to the East coast. Pennsylvania is investing $300 million in the Port of
Philadelphia to increase capacity and compete against other ports on the Eastern seaboard. The Port has reached a deal with
Hyundai to handle 150,000 cars annually through the port. The related facility will employ approximately 400 workers.

Commonwealth of Pennsylvania 7 Governor's Office of the Budget
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South-central Pennsylvania continues to grow as a distribution hub for the northeast region. Norfolk Southern is building an
intermodal terminal southwest of Harrisburg. Their $95 million facility is part of the “Crescent Corridor” project, a rail corridor
from Louisiana to New lersey,

Education and healthcare sectors remain a vital part of the state economy. The healthcare sector expects to benefit from
increased demand building upon expanded insurance coverage already provided through the Affordable Care Act.
Pennsylvania also boasts many top-flight research hospitals that draw patients from outside the state. The state’s education
providers, especially its notable research universities, not only provide jobs on campus but also help to nurture new
businesses with the graduates they produce.

Pennsylvania is expected to add jobs at an annual average rate of 0.7% between 2018 and 2020. The healthcare sector
continues to be a reliable source for new jobs and investment, while construction expands due to increased activity in
residential and commercial development, as well as infrastructure spending. Overall employment growth in Pennsylvania is
expected to be 1.1% for 2018. The state’s unemployment rate is anticipated to continue to fall below its current 4.7%.

LONG TERM FINANCIAL PLANNING

The Commonwealth continues to improve its overall financial condition with an emphasis on improving the strength of its
General Fund. As part of its fiscal year 2018-19 budget, the Commonwealth amended its fiscal code via Act 42 of 2018, which
provides $30 million in settlement revenues to the General Fund. The Commonwealth also enacted Act 40 of 2018 {amending
the Human Services Code) extending the statewide quality care assessment through June 30, 2023, resulting in a savings of
6295 million to the General Fund through fiscal year 2020-21. Beginning in fiscal year 2021-22, savings related to this
assessment will increase by $5 million.

Expanding its gaming laws, Act 42 of 2017 provides additional recurring revenues to the General Fund via taxes on newly
authorized video game terminals, table games, internet gaming, and fantasy sports.

The Commonwealth is also working to shrink its fong-term cost drivers. For example, the Commonwealth enacted Act 71 of
2018 providing for civil service reform, which is anticipated to result in annualized savings of $1.7 million beginning in fiscal
year 2019-20, with additional opportunities for savings through a consclidation of recruitment rescurces and reduction in
the number of test centers. Additional savings will he realized beginning in fiscal year 2018-19 through a reorganization of
the Commonwealth’s human resources and information technology services structure.

The Commonwealth continues to closely monitor all state agency expenditures and is restricting hiring and spending to only
those areas which are necessary to maintain the Commonwealth’s health and safety programs and other core functions. In
addition, agencies are urged to identify inefficiencies created by outdated legislative mandates as well as regulatory changes
to streamline program operations. '

Updated projections of the Commonwealth’s financial activity and expenditures will be included in the Governor’s Fiscal
Year 2019-20 Executive Budget request which will be available on February 5, 2019 via the Office of the Budget’s website
(www.budget.pa.gov).

CERTIFICATE OF ACHIEVEMENT

The CAFR will be submitted to the Government Finance Officers Association of the United States and Canada (GFOA) to
determine its eligibility for the GFOA’s Certificate of Achievement for Excellence in Financial Reporting. The GFOA awarded
a Certificate of Achievement for Excellence in Financial Reporting to the Commonwealth of Pennsylvania for its CAFR as of
and for the fiscal year ended June 30, 2017. This represents the thirty-second consecutive year the Commonwealth of
Pennsylvania has received this award.

To merit a certificate of achievement, a government unit must publish an easily readable and efficiently organized CAFR,
which conforms to GFOA standards and satisfies both generally accepted accounting principles and applicable legal
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requirements. A certificate of achievement is valid for a period of one year only. We believe the CAFR of the Commonwealth
of Pennsylvania as of and for the fiscal year ended June 30, 2018 conforms to the GFOA’s award criteria.

ACKNOWLEDGMENTS

We wish to express our appreciation to the staff of the Office of the Budget, Office of Comptroller Cperations and
Commonwealth agencies whose time and dedicated effort made this report possible and, at the same time, to reaffirm our
commitment to you to maintain the highest standards of accountability in financial reporting to the citizens of the
Commonwealth.

Sincerely,
Randy Albright John Raymo Anna Maria Kiehl, CPA
Secretary Executive Deputy Secretary Chief Accounting Officer
Office of the Budget Office of the Budget Office of the Budget
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CliftonLarsonAllen LLP
CLAconnect.com

4
CliftonLarsonAllen

Department of the Auditor General
Commonwealth of Pennsylvania
Harrisburg, Pennsylvania 17120-0018

INDEPENDENT AUDITORS' REPORT

The Honorable Tom Wolf, Governor
Commonwealth of Pennsylvania
Harrisburg, Pennsylvania

We have jointly audited the accompanying financial statements of the governmental activities, the business-type
activities, the aggregate discretely presented component units, each major fund, and the aggregate remaining fund
information of the Commonwealth of Pennsylvania (the Commonwealth), as of and for the year ended June 30,
2018, and the related notes to the financial statements, which collectively comprise the Commonwealth’s basic
financial statements as listed in the table of contents.

Management’s Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation of these financial statements in accordance
with accounting principles generally accepted in the United States of America; this includes the design,
implementation, and maintenance of internal control relevant to the preparation and fair presentation of financial
statements that are free from material misstatement, whether due to fraud or error.

Aunditors’ Responsibifity

Our responsibility is to jointly express opinions on these financial statements based on our audit. We did not
jointly audit the financial statements of certain funds and component units of the Commonwealth, which represent
the indicated percent of total assets and deferred outflows of resources and total revenues as presented in the table
below. Those financial statements were audited by other auditors, including CliftonLarsonAllen LLP and the
Commonwealth of Pennsylvania’s Department of the Auditor General acting separately, whose reports thereon
have been furnished to us, and our opinions, insofar as they relate to the amounts included for these funds and
component units, are based solely on the reports of the other auditors.

Percentage Audited Separately by

Department of the Percent Audited by
Auditor General CliftonLarsonAllen LLP Other Auditors
Total Assets Total Assets Total Assets
& Deferred & Deferred & Deferred
Outflows of Total Outflows of Tatal Oatflows of Total
Resources Revenue Resources Revenue Resources Revenue
Government-Wide
Business-type Activities 6% 21% 20% 4% 17% 1%
Component Units 0% 0% 19% 42% 81% 57%
Fund statements
Enterprise Funds 6% 21% 19% 4% 17% 1%
Fiduciary Funds 1% 1% 57% 57% 35% 39%
Biscretely Presented
Component Units 0% 0% 19% 42% 81% 57%
Commonwealth of Pennsylvania 16 Governor's Office of the Budget
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The Honorable Tom Wolf, Governor
Commonwealth of Pennsylvania

We conducted our audit in accordance with auditing standards generally accepted in the United States of America.
Those standards require that we plan and perform the audit to obtain reasonable assurance about whether the
financial statements are free from material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the
financial statements. The procedures selected depend on the auditors’ judgment, including the assessment of the
risks of material misstatement of the financial statements, whether due to fraud or error. In making those risk
assessments, the auditor considers internal control relevant to the entity’s preparation and fair presentation of the
financial statements in order to design audii procedures that are appropriate in the circumstances, but not for the
purpose of expressing an opinion on the effectiveness of the entity’s internal control. Accordingly, we express no
such opinion. An audit also includes evaluating the appropriateness of accounting policies used and the
reasonableness of significant accounting estimates made by management, as well as evaluating the overall
presentation of the financial statements.

We helieve that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our audit
opinions.

Opinions

In our opinion, based on our audit and the reports of other auditors, the financial statements referred to above
present fairly, in all material respects, the respective financial position of the governmental activities, the
business-type activities, the aggregate discretely presented component units, each major fund, and the aggregate
remaining fund information of the Commonwealth of Pennsylvania as of June 30, 2018, and the respective
changes in financial position and, where applicable, cash flows thereof for the year then ended in accordance with
accounting principles generally accepted in the United States of America.

Emphasis of Matters

Pennsylvania Turnpike Commission

The Pennsylvania Turnpike Commission, a discretely presented component unit, has committed to making
significant payments under an Amended Lease and Funding Agreement as required under the terms of Act 44 of
2007 and Act 89 of 2013. The Pennsylvania Turnpike Commission’s ability to make such payments is dependent
on its continuing capability to issue bonds to fund such payments and ultimately to raise tolls sufficient to repay
its bonded debt and current lease payments (see Note 16). Our auditors’ opinion was not modified with respect to
this matter.

Change in Accounting Principle Resulting From Adoption of New Accounting Pronouncement

During the fiscal year ended June 30, 2018, the Commonwealth adopted GASB Statement No. 75, Accounting
and Financial Reporting for Postemployment Benefits Other Than Pensions. As a result of the implementation of
this standard, the Commonwealth reported a restatement for the change in accounting principle (See Note 18).
Our auditors® opinion was not modified with respect to the restatement.

Other Mafters
Required Supplementary formation

Accounting principles generally accepted in the United States of America require that the management’s
discussion and analysis on pages 20-42, and the schedules of pension and OPEB amounts and the budgetary
comparison schedules, as listed in the table of contents and notes to the required supplementary information on
pages 198-207 be presented (o supplement the basic financial statements. Such information, although not a part of
the basic financial statements, is required by the Governmental Accounting Standards Board who considers it to

Commonwealth of Pennsylvania 17 Governor's Office of the Budget
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The Honerable Tom Wolf, Governor
Commonwealth of Pennsylvania

be an essential part of financial reporting for placing the basic financial statements in an appropriate operational,
economic, ot historical context. We and other auditors have applied certain limited procedures to the required
supplementary information in accordance with auditing standards generally accepted in the United States of
America, which consisted of inquiries of management about the methods of preparing the information and
comparing the information for consistency with management’s responses to our inquiries, the basic financial
statements, and other knowledge we obtained during our audit of the basic financial statements. We do not
express an opinion or provide any assurance on the information because the limited procedures do not provide us
with sufficient evidence to express an opinion or provide any assurance,

Supplementary and Other Information

Our audit was conducted for the purpose of forming opinions on the financial statements that collectively
comprise the Commonwealth’s basic financial statements. The introductory section, combining non-major fund
and component unit financial statements, budgetary comparison schedules for budgeted non-major special
revenue funds, and statistical section are presented for purposes of additional analysis and are not a required part
of the basic financial statements,

The combining non-major fund and component unit financial statements, and the budgetary comparison schedules
for budgeted non-major special revenue funds, as listed in the table of contents, are the responsibility of
management and were derived from and relate directly to the underlying accounting and other records used to
prepare the basic financial statements. Such information has been subjected to the auditing procedures applied by
us and the other auditors in the audit of the basic financial statements and certain additional procedures, including
comparing and reconciling such information directly to the underlying accounting and other records used to
prepare the basic financial statements or to the basic financial statements themselves, and other additional
procedures in accordance with auditing standards generally accepted in the United States of America. In our
opinion based on our audit and the reports of the other auditors, the supplementary information is fairly stated, in
all material respects, in relation to the basic financial statements as a whole.

The introductory section and statistical section have not been subjected to the auditing procedures applied in the

audit of the basic financial statements, and accordingly, we do not express an opinion or provide any assurance on
them.

M’ (T % WMW L7

Harrisburg, Pennsylvania Baltimore, Maryland
December 13, 2018 December 13, 2018
Commonwealth of Pennsylvania 18 Governor's Office of the Budget
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MANAGEMENT’S DISCUSSION AND ANALYSIS

The Management’s Discussion and Analysis (MD&A) of the
Commonwealth of Pennsylvania’s (Commonwealth’s)
Comprehensive Annual Financial Report (CAFR) is
presented as Required Supplementary Information and
provides a review and analysis of the Commonwealth’s
financial statements for the fiscal year ended June 30,
2018 and a comparison to the prior fiscal year. The MD&A
should be reviewed in conjunction with the Letter of
Transmittal, which begins on page 5 of this report, and
with the Commonwealth’s financial statements, which
follow.

June 30, 2018
Table of Contents
Section A: Understanding Government Financial Stmts........... 20
Section B: Commonwealth’s Overall Financial Activity............. 22
Section C: Condensed Financial Information .............cccccccuue.... 24
Section D: Individual Fund Analysis .............cccceevveeecvueeeevinaann, 29
Section E: Budget Analysis OVervieW............cccocoueevueevvesiveniunnns 39
Section F: Capital Asset and Long-term Debt Activity............... 40
Section G: Currently KnOWn FACLS.........ccueeeevuveeeceeeeiiiraeciriean, 42

Section A: Understanding Government Financial Statements

Three questions are the focal points of the financial data
in this report:

1) Near-term financing: Will the government be able to
pay its bills (both expected and unexpected) on time?

2) Financial position: Is the government’s financial health
improving or deteriorating?

3) Economic condition: Is it likely that today’s financial
position will improve or deteriorate?

To assist the reader in answering these questions and

Government-wide Financial Statements are designed to
provide a broad overview of the Commonwealth’s
finances, in a manner similar to a private-sector business.
All of the Commonwealth’s activities are reported in the
government-wide statements except for activities
accounted for in the fiduciary funds.

Fund Financial Statements focus on accountability of
resources versus the government-wide financial
statements’ focus on the ability to meet financial

others, the Commonwealth presents both government- obligations.
wide financial statements and fund financial statements.
Government-wide Statements Fund Financial Statements
Governmental Business- Discretely Governmental Proprietary Funds Fiduciary Funds
Activities Type Presented Funds (see note 2) (see note 3)
. see note 1
Activities Component ¢ )
Units
Scope of Activities generally | Activities Legally separate e General Fund « Enterprise Funds « Agency Funds
Report and financed through financed in organizations for  Special Revenue Funds « Internal Service Funds « Pension Trust Funds
P taxes whole or part which the o Debt Service Funds e Investment Trust
Fund Types ) - « Capital Projects Funds Activities that focus on Funds
intergovernmental by fees elected officials - X
d h d fth . the determination of o Private-purpose Trust
revenues, an charged to of the primary Generally used to account operating income, Funds
other external government are for tax-supported changes in net position
nonexchange parties for financially activities (cost recovery), financial | Activities held in a
revenues goods and accountable or it position and cash flow trustee or agency
services would be capacity for others and
misleading to which therefore cannot
be used to support the
exclude them ,
government’s own
programs
Required « Statement (Stmt) of Net Position (1) « Balance Sheet (3) o Stmt of Net Position « Stmt Fiduciary Net
Financial o Stmt of Activities (2) o Stmt of Revenues, (1) Position (7)
Expenditures and © Stmt of Revenues, o Stmt of Changes in
Statements Changes in Fund Expenses and Changes Fiduciary Net Position
Balances (4) in Net Position (5) (8)
® Stmt of Cash Flows (6)
Measurement | Economic resources measurement focus and accrual basis Current financial resources | Economic resources Accrual basis
Focus and measurement focus and measurement focus and
Basis of modified accrual basis accrual basis
Accounting

Commonwealth of Pennsylvania
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MANAGEMENT’S DISCUSSION AND ANALYSIS

June 30, 2018

(1) Statement of Net Position is a government-wide or
proprietary fund financial statement that reports the
difference between assets, deferred outflows of
resources, liabilities and deferred inflows of
resources as net position, not fund balances or
equity.

(2) statement of Activities is a government-wide
financial statement that reports the net (expense)
revenue of its individual function and the activities
as a whole.

(3) Balance Sheet presents a statement of the assets,
deferred outflows of resources, liabilities, deferred
inflows of resources and fund balances of the
government at a point in time.

(4) Statement of Revenues, Expenditures, and Changes
in Fund Balances presents the flows of resources in
and out, as well as fund balance at the beginning and
end of the financial period.

(5) Statement of Revenues, Expenses, and Changes in
Net Position presents the flows of resources in and
out, as well as net position at the beginning and end
of the financial period.

(6) Statement of Cash Flows provides relevant
information about cash receipts and cash payments
during a period.

(7) Statement of Fiduciary Net Position presents
information about the assets, deferred outflows of
resources, liabilities, deferred inflows of resources
and net position for each fiduciary fund type.

(8) Statement of Changes in Fiduciary Net Position
presents additions and deductions in net position, as
well as net position at the beginning and end of the
financial period.

Commonwealth of Pennsylvania
www.pa.gov
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Note 1: Governmental Funds focus primarily on the
sources, uses and balances of current financial resources
and often have a budgetary focus. Thus, the governmental
fund statements provide a detailed short-term view that
helps to determine whether there are more or less
financial resources that can be spent in the near future to
finance the Commonwealth’s programs.

Note 2: Proprietary Funds focus on the determination of
operating income, changes in net position (or cost
recovery), financial position, and cash flows. The
proprietary fund category includes enterprise and internal
service funds. Enterprise funds are used in situations
where a fund provides services primarily to external
customers. Internal service funds are designed to function
on a cost-reimbursement basis primarily providing
benefits to other funds, departments or agencies of the
Commonwealth.

Note 3: Fiduciary Funds account for resources held for the
benefit of parties outside the Commonwealth and retired
government employees. These activities have been
excluded from the Commonwealth’s government-wide
financial statements because the assets are not available
to finance its operations.

For further accounting policy explanations see Note 1 in
the notes to the financial statements section of the CAFR.

All dollar amounts in the MD&A are stated in millions
unless otherwise indicated. There may be rounding
differences between amounts reported in the MD&A
section and amounts reported in other sections of the
CAFR.

Governor's Office of the Budget
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MANAGEMENT’S DISCUSSION AND ANALYSIS

June 30, 2018

Section B: Commonwealth’s Overall Financial Activity

The following are explanations of the various categories broken out in the condensed Statement of Activities. Section C

contains condensed financial information for the Commonwealth.

Government-wide Revenues

Tax revenue is the largest portion of revenue reported by
the Commonwealth. The majority of the tax revenue is
deposited into the General Fund, the Commonwealth’s
largest operating fund. Significant tax revenue is also
reported in the Motor License Fund and is utilized to fund
the Commonwealth’s highway and bridge infrastructure
improvements and enhancements. Gaming taxes provide
funding for several initiatives, most notably the
Commonwealth’s property tax relief program.

Charges for sales and services report the sales, fees and
assessments charged for lottery tickets, wine and spirits,
licenses, permits and various registration requirements
that support many of the Commonwealth’s services and
programs. The largest portion of charges for sales and
services is reported by the State Lottery Fund and the
Unemployment Compensation Fund; the profits from
lottery ticket sales are utilized to support programs for the
elderly.

Operating grants and contributions include the revenue
from the federal government in the form of grants. The
Department of Human Services receives the most federal
funds for medical assistance and other social service
programs. Other agencies that receive significant federal
funds include the Department of Labor and Industry
supporting the Unemployment Compensation program,
Department of Transportation supporting infrastructure
development, Department of Health supporting an
effective public health system and the Department of
Education funding basic and higher education programs.

Capital grants and contributions make up a small
percentage of the Commonwealth’s total revenue. The
grant revenue reported here is received from the federal
government and supports construction projects for
transportation and military affairs.

Government-wide Expenses

Governmental Activities:

Direction and supportive services are centralized
functions affecting all agencies. These services provide an
administrative support system through which the goals
and objectives of Commonwealth programs are attained.
The Governor’s Office, Executive Offices, Auditor General,
Treasury, the departments of General Services and
Revenue and the Legislature are some of the agencies that
provide these services.

Protection of persons and property includes consumer
and environmental protection, certain regulatory
activities, the criminal justice system and the mitigation of
the effects of disasters. The State Police, Attorney
General, Department of Corrections, Public Utility
Commission, Department of Military and Veterans Affairs,
Pennsylvania Emergency Management Agency, and
Insurance Department are some of the agencies that
support these programs.

Commonwealth of Pennsylvania
www.pa.gov
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Public education programs are managed primarily by the
Department of Education. The Commonwealth strives to
provide a system of learning experiences and
opportunities through quality basic, special, technical and
higher education programs.

Health and human services programs are primarily the
responsibility of the departments of Human Services,
Health, Aging and Drug and Alcohol Programs with
contributions by the departments of Agriculture, Labor
and Industry, Military and Veterans Affairs and Revenue.
Agencies include these programs to ensure access to
quality medical care for all citizens, support citizens
seeking  self-sufficiency and maximize citizens’
opportunities to participate in society.

Economic development programs invest public resources
to create jobs for Commonwealth citizens. The total
efforts of the Department of Community and Economic
Development are devoted to these programs and are the
primary source of reported expenses.

Governor's Office of the Budget
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MANAGEMENT’S DISCUSSION AND ANALYSIS

June 30, 2018

Transportation reports the expenses of the
Commonwealth’s road and bridge infrastructure
improvements and enhancements as well as the costs to
provide licensing and highway safety programs.
Transportation systems are developed to serve the needs
of citizens, commerce and industry and are financed
through the Department of Transportation.

Recreation and cultural enrichment programs focus
resources on recreational and cultural amenities, ensuring
that Commonwealth citizens and visitors can explore the
cultural traditions, art and history of the Commonwealth
and take advantage of outdoor recreational opportunities.
The programs are primarily the responsibility of the
Department of Conservation and Natural Resources, the
Fish and Boat Commission, the Game Commission, the
Historical and Museum Commission and the Department
of Education.

Interest expense is the result of Commonwealth incurred
debt used to finance its capital programs, voter-approved
bond referenda and certain disaster relief programs.
Most long-term financing of the Commonwealth is
provided by the issuance of general obligation debt.

Business-Type Activities:

State lottery reports the cost of sales and services to
manage and maintain the Commonwealth’s lottery
program. All profits from the lottery program benefit the
elderly population through the funding of programs
ensuring reduced costs on prescriptions, access to public

Commonwealth of Pennsylvania
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transportation, rent rebate

programs.

and property tax and

State workers’ insurance reports the administrative
expenses to provide workers’ compensation insurance to
employers, including those refused policies by private
insurance firms.

Tuition payment reports the administrative expenses of
the Tuition Payment Fund which provides Commonwealth
residents the opportunity to prepay college tuition
towards future education expenses at eligible educational
institutions.

Unemployment compensation reports the expenses for
payments made to unemployed individuals.

Commonwealth financing reports the expenses of the
Commonwealth Financing Authority. The majority of
expenses are for grants that promote the health, safety,
employment, business opportunities and economic
activity of the Commonwealth.

Liquor control expenses cover all costs associated with
the operation and administration of the Liquor Store
System and enforcement of the Liquor Code.

Economic development and other expenses reported
include, among other things, those for a variety of
economic development programs and the Philadelphia
Regional Port Authority.

Governor's Office of the Budget
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MANAGEMENT’S DISCUSSION AND ANALYSIS June 30, 2018

Section C: Condensed Financial Information

The Commonwealth was required to implement Governmental Accounting Standards Board (GASB) Statement No. 75,
Accounting and Financial Reporting for Postemployment Benefits Other Than Pensions, by June 30, 2018. The beginning net
position on the Government-wide Statement of Activities has been restated to reflect the reporting changes required in the
implementation of this new accounting standard. The standard requires that the full effect of the unfunded Postemployment
Benefits Other Than Pensions (OPEB) liability be recognized on the financial statements, as well as a recognition of OPEB
related deferred inflows and outflows of resources. It is important to note that while the standard changes the way the
Commonwealth reports their OPEB related items, these OPEB liabilities and deferred items existed prior to the
implementation of the new standard. The new standard simply changes the way these items are now reported in the financial
statements. The effects of the restatement are not displayed within the MD&A tables in Sections C or D. Please refer to the
full financials statements and Note 18 in the notes to the financial statements section of the CAFR for restatement information
related to GASB Statement No. 75, and to Note 10 in the notes to the financial statements section of the CAFR for additional
OPEB related disclosures.

Government-wide Statement of Net Position as of June 30, 2018 and 2017
(Amounts in millions)

Governmental Activities Business-Type Activities Total Primary Government
2018 2017 2018 2017 2018 2017

Assets:

Cash and investments S 11,116 S 8,972 S 8,436 S 7,498 S 19,552 S 16,470

Capital assets (net)...... . 38,841 37,466 610 567 39,451 38,033

All other assets 10,896 10,932 1,687 1,693 12,583 12,625
Total asset 60,853 57,370 10,733 9,758 71,586 67,128
Total deferred outflows. 2,705 3,457 127 151 2,832 3,608
Liabilities:

Accounts payable 8,770 8,768 855 783 9,625 9,551

All other current liabilities 4,605 4,146 1,222 1,226 5,827 5,372

Bonds payable, non-current 12,609 12,223 4,847 3,459 17,456 15,682

All other long-term liabilities 41,819 22,429 4,555 3,687 46,374 26,116
Total liabilities. 67,803 47,566 11,479 9,155 79,282 56,721
Total deferred inflow 3,698 832 156 29 3,854 861
Net position:

Netinvestmentin capital asSetS....ccviernneeieninenissiesenennns 32,976 31,541 601 556 33,577 32,097

Restricted 1,973 2,164 3,662 2,444 5,635 4,608

Unrestricted . . (42,892) (21,276) (5,038) (2,275) (47,930) (23,551)
Total net position S (7,943) $ 12,429 S (775) $ 725 S (8,718) $ 13,154

Commonwealth of Pennsylvania 24 Governor's Office of the Budget
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MANAGEMENT’S DISCUSSION AND ANALYSIS

June 30, 2018

Statement of Net Position Variance Analysis Year-Over-Year
(A discussion of significant activities)

Cash and investments net increase:

e Governmental Activities total cash and investments
increased $2,144 largely from an increase in the
General Fund of $1,544 due sigificantly to the receipt
of bond proceeds from the Commonwealth Financing
Authority (CFA) and an increase in the Capital
Facilities Fund of $527 primarily from remaining bond
proceeds.

e Business-Type Activities total cash and investments
increased $938 primarily due to the Unemployment
Compensation Fund’s cash and investment increase
of $679 related to decreased benefit payments from
continued low unemployment throughout the
Commonwealth. Additional significant increases were
realized by the Tuition Payment Fund, the State
Workers’ Insurance Fund, the State Stores Fund and
the State Lottery Fund of $54, $48, $29, and $19,
respectively. See Section D for further information.

Capital assets net increase:

e The $1,376 increase in Governmental Activities
Capital Assets was due to the Commonwealth’s
continued goal to invest in transportation
infrastructure throughout Pennsylvania. The Motor
License Fund’s capital assets net of depreciation
increased $1,221 over the prior year.

Deferred outflows of resources net decrease:

The total decrease of $776 is primarily the result of fiscal
year 2017 Pennsylvania State Employees’ Retirement
System’ (SERS) investments earning a 15.1% return
significantly above the 7.25% projected return. This
caused the difference between projected and actual
investment earnings to change from a deferred outflow of
resources in the prior year to a deferred inflow of
resources in the current year for pension. This decrease
was partially offset by the implementation of GASB
Statement No. 75 in the current year which established
and thereby increased OPEB deferred outflows of
resources.

e Governmental Activities decreased $752.

e Business-Type Activities decreased $24.

All other current liabilities net increase: (ltems reported
in this category include tax refunds payable, due to other
governments and political subdivisions, bonds payable
and other current liabilities.)

Commonwealth of Pennsylvania
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Governmental Activities increase of $459 is largely
attributable to the implementation of GASB
Statement No. 75 in the current year which
established new standards for measuring OPEB
liabilities resulting in a $357 increase. Additionally,
amounts owed to political subdivisions in the General
Fund increased $246 primarily due to increased
contributions for school employee pension costs and
education subsidies. These increases were reduced
by a decrease in tax refunds payable of $134.

Bonds payable, non-current net increase:

e Governmental Activities non-current bonds payable
increased $386 primarily because of new general
obligation bond issuance of $1,247 for capital
projects, offset by a bond refunding of $970 and the
portion of bonds payable that became current during
the year.

e Business-Type Activities increased $1,388 largely as a
result of two new revenue bond issuances by the CFA
totaling $1,900. The PlanCon bonds and the Tobacco
Master Settlement bonds were issued for the
respective purposes of funding reimbursements to
school districts for construction and reconstruction
projects (PlanCon) and for providing budget relief.
These were offset by reductions to bond liabilities of
increased early bond redemptions by the
Unemployment Compensation Fund $498 and the
portion of bonds payable that became current during
the year.

All other long-term liabilities net increase: (Liabilities
reported in this category are due in periods beyond twelve
months from the close of the fiscal year and will be repaid
with future resources. Reported items include
compensated absences, self-insurance, net pension
liability, OPEB and other long-term liabilities.)

e Governmental Activities increased $19,390 largely
due to the implementation of GASB Statement No. 75
in the current year, which established new standards
for measuring OPEB liabilities, resulting in a $20,803
increase. This increase was partially offset by a
$1,571 decrease to net pension liability which
resulted primarily due to actual investment earnings
surpassing projected earnings during 2017.

e Business-Type Activities increased $868 largely due to
the implementation of GASB Statement No. 75 in the
current year, which established new standards for
measuring OPEB liabilities, resulting in a $940
increase. This increase was partially offset by a $47

Governor's Office of the Budget
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decrease to net pension liability which resulted
primarily due to actual investment earnings
surpassing projected earnings during 2017.

Deferred inflows of resources net increase:

The total increase of $2,993 is primarily due to the
implementation of GASB Statement No. 75 in the current
fiscal year which established new standards for measuring
OPEB deferred inflows of resources. Additionally, the
SERS’ difference between projected and actual
investment earnings changed from a deferred outflow of
resources in the prior year to a deferred inflow of
resources in the current year for pension.

e  Governmental Activities increased $2,866.

e Business-Type Activities increased $127.

Net position is one way of measuring the health of the
Commonwealth’s finances. An overall deficit is reported

Commonwealth of Pennsylvania
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for both Governmental Activities and Business-Type

Activities.

e The Governmental Activities net position decreased
$20,372 overall, which is directly attributable to the
increase in OPEB liabilities and related deferred flows
due to the implementation of GASB Statement No.
75. The unrestricted net position decreased $21,616
and the restricted net position decreased by $190.
These decreases were offset by an increase of the net
investment in capital assets of $1,435.

e Business-Type Activities net position decreased
$1,500 overall, also significantly due to changes in
OPEB as well as the additional bond issuances. The
unrestricted net position decreased $2,763, which
was offset by increases in restricted net position of
$1,218 and net investment in capital assets of $45.
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MANAGEMENT’S DISCUSSION AND ANALYSIS June 30, 2018

Statement of Activities for the Fiscal Years Ended June 30, 2018 and 2017

(Amounts in millions)

Total Primary
Governmental Activities Business-Type Activities Government
Revenues: 2018 2017 2018 2017 2018 2017
Program Revenues
Charges for sales and ServiCes..........ccoveuererrererersnersnserinenas S 7110 S 6,631 S 9,717 S 9,603 S 16,827 $ 16,234
Operating grants and contributions...........cccvevvveenerenennnns 29,459 30,208 329 361 29,788 30,569
Capital grants and contributions...........ccceceeererirenisisiseeenene 31 78 - - 31 78
Total program revenues 36,600 36,917 10,046 9,964 46,646 46,881
General revenues: taxes and investment income..........ccceeueeee 37,109 36,108 - - 37,109 36,108
Total revenues. 73,709 73,025 10,046 9,964 83,755 82,989
Expenses:
Governmental Activities
Direction and sUPPOrtiVe SEIVICES.......cuvurierirererrererieresieeniens 1,580 1,255 - - 1,580 1,255
Protection of persons and property...........ccccoeeevreeireriennnenes 6,839 7,012 - - 6,839 7,012
LU o) [T =Te [V Tor=) 4 o TR 16,517 16,427 - - 16,517 16,427
Health and human SErvices........ccovvireeneinieieneensesseeniene 40,315 41,335 - - 40,315 41,335
Economic development........cccvveirieenreeerieininesieseieeeseneens 931 1,007 - - 931 1,007
TranSPOrtatioN....ccccveieiieierierere e 6,193 6,366 - - 6,193 6,366
Recreation and cultural enrichment.........cccvvreciccinnnnnn, 597 626 - - 597 626
INEEIESt....ciiiiiciii 521 436 - - 521 436
Business-Type Activities
SEALE IOTLEIY. oo seee s e seessseseeeees - - 4,090 3,982 4,090 3,982
State Workers' iNSUranCe .........coveeeeereueenineceeennieeseeenenens - - 168 221 168 221
Tuition PaYMENT.......ccviviiiiiiiic e - - 255 336 255 336
Unemployment compensation...........ccececerevererereeeerininnnnns - - 1,912 2,089 1,912 2,089
Commonwealth finanCing.........ccoeceeerinnniceicinerrseenee - - 253 218 253 218
LIQUOT CONEIOL...uiuiiiiieieieiiit sttt - - 1,966 1,947 1,966 1,947
Economic development and other.........cccvveeveinciriseienens - - 55 52 55 52
Total expense 73,493 74,464 8,699 8,845 82,192 83,309
Excess/(deficiency) before transfers and special items.............. 216 (1,439) 1,347 1,119 1,563 (320)
TEANSTEES....ovveeoeeveeeseeeee oo eeee s essesesesssssessss e sssseneesesseees 1,835 834 (1,835) (834) - -
Increase (decrease) in net position * $ 2051 $ (605) $ (488) S 285 S 1,563 §$ (320)
* The effects of the restatement for GASB No. 75 are not displayed. - Y
Commonwealth of Pennsylvania 27 Governor's Office of the Budget
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Statement of Activities Variance Analysis Year-Over-Year
(A discussion of significant activities)

Revenues

Charges for sales and services net increase:

e Governmental Activities increased $479 largely
related to Act 92 of 2015’s creation of Human Services
new assessments on managed care organizations.
Further information is provided in Section D’s General
Fund analysis.

e Charges for sales and services is the primary revenue
category for Business-Type activities. The revenues
include among many things lottery sales, wine & spirit
sales, and unemployment compensation revenues.
The State Lottery and State Stores Funds increased
$210 and $70, which was offset by a decrease in the
Unemployment Compensation Fund of $162. Overall
the category increased $114. Further information is
provided in the individual fund analysis in Section D.

Operating grants and contributions net decrease:

e The majority of the decrease was the Governmental
Activities decrease of $749, primarily as a result of
reductions in the federal funding of Medicaid
expansion. The expansion was 100% federally funded
through December 31, 2016, and then reduced to
95% starting January 1, 2017, and 94% starting in
January 1, 2018.

e Business-Type Activities decreased $32. The most
significant cause was a decrease of investment
income in the Tuition Payment Fund of $45 offset by
the State Workers’ Insurance Fund experiencing $22
more of investment income.

More information is provided in the individual fund

analysis in Section D.
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Taxes and investment income net increase of $1,001 in
Governmental Activities is primarily due to increased
personal income tax of $738 as well as increases in sales
and use, corporation, and inheritance taxes. Additional
details are provided in Section D’s General Fund analysis.

Expenses: Governmental Activities

Direction and supportive services increased $325
primarily due to increased expenses related to OPEB and
the legislature.

Health and human services expenses decreased $1,020
primarily related to drug rebates, a one-year moratorium
on health insurance provider fees, and decreased
personnel expenses and associated long-term benefit
liabilities. Additional details related health and human
services can be found in the General Fund analysis.

Expenses: Business-Type Activities

State Lottery program expenses increased $108 due
primarily to increases in field paid prizes and payments of
commissions to retailers. Refer to the State Lottery Fund
analysis in Section D for additional detail.

Unemployment Compensation (UC) program expenses
decreased $177 due to continued low unemployment
reducing the need for benefit payments. Refer to the
Unemployment Compensation Fund analysis in Section D
for additional detail.

Transfers
Transfers between the Governmental Activities and
Business-Type Activities increased $1,001, primarily
caused by the transfer of the CFA’s Tobacco Master
Settlement revenue bond proceeds and the PlanCon bond
proceeds.
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Section D: Individual Funds Analysis

General Fund Assets, Liabilities, Deferred Inflows and Fund Balance

Condensed, comparative, financial information (amounts in millions)

The General Fund, the Commonwealth’s largest fund,
accounts for approximately 80% of the total governmental

other financing uses. The General Fund collects
approximately 84% of the total tax revenues and is the

fund type revenues and other financing sources and 80% primary funding source for most Commonwealth
of the total governmental fund type expenditures and expenditures.
2018 2017
Assets:
CaSh @aNd INVESTMENTS ....eveeeeeeeeeeeeeteeeee et et ee et et seseesteseesesseteseesesseneesesseseenens S 4,376 S 2,922
RECEIVADIES, NEL....ueveeeeeetetce ettt s b et a e sre e s 4,978 4,952
Due from other funds/governments/advances/other.........cccccoceuruvuruncnee. 4,824 4,868
Total assets S 14,178 S 12,742
Liabilities:
Accounts payable and tax refunds payable.......cccoooveeiereenicrerseeeeerrecenenne S 8,115 S 8,274
Securities lending obligations......c.c.ccceecevennencnicncne. 2 7
Due to other funds/governments/advances/other..... 2,378 2,245
UNEarned reVENUE.......cccceeevvereecenese e seeeeesae e seeaens 18 23
Total liabilities....... 10,513 10,549
Total deferred INflOWS Of rE€SOUICES.......cceeveiiicieiceeeeeeece e 2,851 2,891
Fund Balance:
Total FuNd DAlaNCe...cuiuiiieeieeceec ettt et saeas 814 (698)
Total liabilities, deferred inflows of resources and fund balance................. $ 14,178 S 12,742

Cash and investments increased $1,454 primarily due to
the $1,342 increase in net other financing sources. The
Commonwealth Financing Authority (CFA) transferred
$404 PlanCon bond proceeds authorized under Act 25 of
2016, which represented a $331 reduction from the prior
fiscal year, and $1,500 in proceeds from its issuance of
Tobacco Master Settlement Payment Revenue Bonds. In
addition, the Commonwealth received $200 in proceeds
from entering into a long-term financing agreement
relative to the Pennsylvania Farm Show and Expo Center.
Net increases in other financing sources, coupled with
revenues, exceeded the uses of cash and investments
during the fiscal year.

Receivables, net increased $26 primarily due to a $172
increase in Medicaid drug rebate refunds, partially offset
by a combined $74 decrease in Third Party Liability (TPL)
refunds, Rite Aid and PA Pharmacists Association refunds,
and a $77 decrease in taxes receivable. Decreases in
cigarette and sales and use taxes receivable of $6 and
$122, respectively, were partially offset by increases in
other tax receivable categories.

Accounts payable and tax refunds payable decreased
$159. The decrease is primarily due to a $135 net
reduction in tax refunds payable, which is mostly
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attributable to revised sampling methodology to more
accurately report corporation tax refunds payable.

Due to other funds/governments/advances/other
increased $133 primarily due to a $239 increase in
amounts owed to political subdivisions offset by a $103
decrease in other liabilities. Amounts owed to political
subdivisions increased primarily due to increased
contributions for school employee pension costs and
education subsidies, as well as a change in methodology
for calculating monies owed for county child welfare
services. Other liabilities decreased $103 as a greater
amount of escheated property claims were paid during
the fiscal year.

Deferred inflows of resources decreased $40 due to
decreases in unavailable revenue. Net unavailable tax
revenue decreased $97; most of the change pertained to
an $85 decrease in the sales and use taxes category.

Total fund balance increased $1,512 primarily due to
increases in tax revenues net of refunds and transfers in.
Discussion of these changes follows in the analysis of
General Fund Revenues, Expenditures and Changes in
Fund Balance.
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MANAGEMENT’S DISCUSSION AND ANALYSIS June 30, 2018
General Fund Revenues, Expenditures and Changes in Fund Balance
Condensed, comparative, financial information (amounts in millions)

2018 2017
Revenues:
Taxes, net of refunds
Personal INCOME.......oeveveeeeeeieieeieeiieeeseseseeseresesesseesesessaeas S 12,823 S 12,096
SAIES BNA USEu..eirieieierceiecteeete ettt ettt et et ea et eas b ebessesesssenenssressanes 10,325 9,955
(O] g oo ] ¢} o] o FHO OO OOOU OO PSPPSR PRRRUPRRRTRPOOt 4,522 4,313
LI TEANCE. v vttt ettt ettt et et b et bbb eae b eseassrens et ebeasbene senn 1,006 918
(O 1= 1 (OO OO PP 1,338 1,381
REAIEY trANSTEI ettt nenn 513 477
GAIMINE ettt sttt ettt e st st b st e se e e s ese st e s et sbese st e b e e et es et ese st ebebe e ebesenbesens antene 124 122
[0 11 Y=Y OO UUUURRRT 481 811
Total taxes, net of refuUnNds........ccceeeeiereiennnnree e 31,132 30,073
INTEIrZOVErNMENTAL....cuiiiiiicieirieeeieireee ettt benes 26,477 26,965
Charges for SAlES aNd SEIVICES....ccouiiiririrerererieiee ettt nnaenes 2,991 2,749
Licenses/fees/investment/other income.........c.coceeevveveveveeerrernennen. 1,096 952
Total revenues 61,696 60,739
Expenditures:
Direction and SUPPOItIVE SEIVICES ....cueuiuiireeirerireeere st tesssssseeesesesesessssesesesesssens 908 670
Protection of persons and property........ccccceeeeeererererennn. 4,515 4,540
Health and human ServiCes.......cveeeneieveeceeeeceeeee e 39,447 39,689
Public edUCation......ccoeeeeeeeecreeseereeee e 15,832 15,706
Recreation and cultural enrichment.......ccccccceevevvrenennne. 309 306
ECONOMIC AEVEIOPMENT...c.eiiiieieieieteieiceeeeeest sttt st sn s bbb senanane 406 487
TrANSPOITATI ON ettt ettt bttt s s b e b et seee 63 28
Capital OULIAY .ot ee 100 158
Other eXPeNitUIES.......oeueveveueeeieieieeeerert st 28 23
Total expenditures 61,608 61,607
Revenues oVer eXPeNditUIES ... veiererrirereesesesssessesssessssssssssessesssssesseses 88 (868)
Other financing sources (uses):
TrANSTEIS 1N ittt ettt ebe et st estesbessenseneeseebesbesrens 2,460 1,343
Transfers OUt.......oceeevereneeeinenereeieireeenns (1,253) (1,263)
Other finanCing agreemMENTS ..ottt eaes 217 -
Net other financing sources 1,424 80
Net change in fund balance $ 1,512 S (788)

Total taxes, net of refunds increased $1,059 primarily due
to a combined $1,394 increase in personal income, sales
and use, corporation, and inheritance taxes offset by a
$330 decrease in other taxes. Approximately half of the
increase, $727 for personal income tax, is attributed to
taxpayer anticipation of changes to federal tax law in 2017
and behavior changes following its enactment, as well as
increased economic security for employers following the
federal tax changes. Other taxes decreased primarily due
to the enactment of Act 92 of 2015, which prescribed
assessments, rather than gross receipts taxes, on
Medicaid managed care organizations. $352 in gross
receipts taxes were reported in the previous fiscal year for
these organizations.

Intergovernmental revenues decreased $488 primarily
due to a $576 decrease in federal revenues collected by
the Department of Human Services, which was mainly a
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result of the reduction in the federal participation rate
related to Medicaid expansion. Medicaid was a 100%
federally funded program through December 31, 2016
and 95% federally funded beginning January 1, 2017.
Beginning on January 1, 2018 the federal participation
rate decreased to 94%. Additional information is included
in the discussion of health and human services
expenditures.

Charges for sales and services increased $242 primarily
due to the enactment of Act 92 of 2015 that amended the
Public Welfare Code. Act 92 repealed gross receipts taxes
on Medicaid managed care organizations and established
monthly, per member assessments. The per member
assessment increased twice during the fiscal year, rising
from $13.48 to $15.07 effective July 1, 2017 and to $19.87
effective January 1, 2018. Additionally, gross receipts
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MANAGEMENT’S DISCUSSION AND ANALYSIS

June 30, 2018

taxes represented a portion of the revenues received from
these organizations during the previous fiscal year.

Licenses/fees/investment/other income increased $144.
Act 42 of 2017 authorized the establishment of ten
Category 4 or “mini” casinos in the Commonwealth. Five
auctions held during the fiscal year for Category 4 licenses
garnered $128 in fees. Additionally, a $50 million fee was
received for the licensure of an additional Category 2 or
“stand alone” casino. Increases in licenses and fees were
partially offset by decreases in other income; this
decrease primarily pertained to a reduction in the amount
of unclaimed property revenues from non-financial
institution deposits.

Health and human services accounts for 64% of total
general fund expenditures for the year. The decrease of
$242 or 0.6% was due significantly to a federal
moratorium on health insurance provider fees. The
moratorium was only for one year and was designed to
assist insurers with stabilizing plan rates. Additionally,
decreases in personnel costs and reductions to
expenditures from drug rebates were partially offset by
increased spending for the Commonwealth’s response to
the opioid crisis. Even though overall health and human
services expenditures decreased, enrollment in Medicaid
increased by approximately 38,000 persons from July
2017 to June 2018, which represents a 1.33% increase in
enrollment.
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Public education accounts for 26% of total general fund
expenditures. The increase of $126 or 0.8% is largely due
to funding increases for various programs, in particular
basic education, pre-kindergarten, special education, and
food and nutrition, as well as increased contributions for
school employee pension costs. The increases were
partially offset by a $331 reduction in PlanCon school
construction project costs financed by the transfer of
bond proceeds from the CFA under Act 25 of 2016.

Transfers in increased $1,117 primarily due to the transfer
of $1,500 in bond proceeds by the CFA from its issuance
of Tobacco Master Settlement Revenue Bonds, offset by a
$331 reduction in PlanCon bond proceeds transferred by
the CFA under Act 25 of 2016.

Other financing agreements increased $217 from long-
term financing agreement.

Fund Balance increased $1,512 primarily due to the
transfer in of bond proceeds from the CFA. Additionally,
while total revenues increased vyear over vyear,
expenditures slightly decreased creating a net benefit of
$95.
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Motor License Fund

Condensed, comparative, financial information (amounts in millions)

2018 2017
Description
Cash and iNVESTMENTS.......wuuureereremereeeesisenisseeesseesssesssenees $ 1,184 S 1,234
OtNEr @SSELS .ottt besene 707 732
Total assets $ 1,891 $ 1,966
ACCOUNES PAYADIC.c.cuveirireeeeereee et snsens $ 726 $ 759
Securities lending obligations........ccccevvveeeeveneneereienenne 1 20
Other l1abilities. ..o 161 178
Total liabilities.... 888 957
Total fund balance.. 1,003 1,009
Total liabilities and fund balance..............ccceceeurennenne.. $ 1,891 S 1,966
TAX FEVENUES ....cecevereree st saesses s saesses bbb s ses s saessenen $ 32811 S 3,548
Licenses and fEES.......ovvrueeureceireeireeeeee st sees 1,033 1,006
Intergovernmental.... 1,877 1,896
Other FEVENUES ....c.cveveeeeeeeeeeieeseesseessseesseasssesss st sesssesssesenes 122 139
TOtAl FEVENUES ...ttt seasees 6,843 6,589
Direction and SUPPOrtiVe SErViCeS.......couvevrvrreerererenianens 36 39
Protection of persons and property......ccoeeeeeeeeecuererennnnns 1,028 964
TranSPOrtation.......ccccueeeeeeeiccteeeeee et 2,702 2,912
Capital outlay 2,990 2,633
Other eXpPenditures........ccceueueeeecerereeeeeeeeeeee e sesenens 8 7
Total eXPENitUrES.......cceeveeeeveeeies e seseeesenens 6,764 6,555
Net other financing sOUrces (USES)......covvereervecreerersereerenes (85) 90
Net change in fund balances S (6) S 124

Fund Description: The Motor License Fund receives
revenues from various taxes, fees, federal aid and aid from
various political entities. The Motor License Fund incurs
expenditures for highway and bridge improvement,
design, maintenance, and purchases of rights-of-way, as
well as aviation activities and transportation licensing and
safety activities. It also finances State Police highway
patrol operations and pays subsidies to local subdivisions
for construction and maintenance of roads.

Cash and investments decreased S50 which is largely
attributable to corresponding decreases in accounts
payable and securities lending obligations.

Tax revenues increased $263 primarily due to the increase
in the liquid fuels tax rate pursuant to Act 89 of 2013. The
average rate for gasoline increased from 54.3 cents per
gallon to 57.9 cents per gallon. The average rate for diesel
fuel increased from 69.4 cents per gallon to 74.4 cents per
gallon.
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Protection of persons and property expenditures
increased by $64 largely due to increases in salaries and
professional services, as well as increased payments for
grants made to governmental subrecipients.

Transportation and Capital outlay net expenditures
increased by $147. Although this was the net result of
many factors, a major influence was the increase in
payments for both engineering consultants and capital
road construction. This upsurge is largely due to the
growing number of projects resulting from the increased
funding under Act 89.

The final transfer from ACT 89 state bridge bonds occurred
during the prior year in the amount of $206. The lack of
the transfer this year is the main reason for the $175 net
decrease in Net other financing sources (uses).
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Unemployment Compensation Fund

Condensed, comparative, financial information (amounts in millions)

2018 2017
Description
Cash and investments 2,811 S 2,132
Unemployment assessments receivable 655 744
Other @SSEES ...t 564 552
TOtAl @SOS euurvuniiriressiessessise s ss s ses st ss s s sss s 4,030 3,428
Total deferred outflows of resources 3 -
Accounts payable 60 73
Other liabilities 1,111 1,609
Total [Habiliti@S ..o 1,171 1,682
Total deferred inflows of resources.........ccccouuce. 1 -
Total net position 2,861 1,746
Total operating revenues: Sales and SErvices........c.cocoeevererererennnes 2,945 3,107
Total operating expenses: Cost of sales and Services........ccoeverevereerenee 1,891 2,059
OPerating iNCOME......oucueueuiereririeieeee et 1,054 1,048
NONOPEIatiNG FEVENUES .......vevvveerrersraesisessesssesssssssss st ssessssssssessssssssssssssssnsns 68 65
INCOME DEfOrE traNSTErS...cvvuurverecrsesersiesssess s sssessss s sss s esssssessssnsees 1,122 1,113
TPANSTEIS OUL..vuuivvueiiieeeresecssees s s sasesssssesssasssssssssssassssss s ssss s ssssssassssssensen (3) (52)
Increase in net position * S 1,119 $ 1,061
* The effects of the restatement for GASB No. 75 are not displayed.

Fund Description: The Unemployment Compensation
(UC) Fund collects employer assessments for
unemployment compensation and transfers the
assessments to the federal government for deposit in the
UC Trust Fund. These funds are drawn down to pay
unemployment compensation payments to claimants as
needed.

Cash and investments increased $679 primarily due to the
continued low unemployment rate and the solvency of
the Unemployment Insurance Trust account. Current year
contributions exceeded benefit payments. In addition,
there was an overall decrease in benefit payments over
the prior year.

Unemployment assessments receivable decreased $89
due to an overall decrease in benefits. Because of this
decrease in benefit payments there are fewer delinquent
accounts to collect.
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Other liabilities decreased $498 as a result of UC bond
redemptions throughout the year.

Sales and services decreased $162 primarily due to
decreased contributions received from employers due to
the improving economy and also related to significant
employer refunds made at the beginning of the fiscal year.

Cost of sales and services expense decreased $168
primarily due to the overall decline in unemployment
benefit payments and claims correlating to a decreased
unemployment rate.
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State Workers’ Insurance Fund (SWIF)

For the Fiscal Years Ended December 31
Condensed, comparative, financial information (amounts in millions)

Description

Cash and short-term investments....

Long-term investments..

Other assets.........

Total assets.....

Total deferred outflows of resources.......

Securities lending obligations......

Unearned revenue

Insurance loss liability....

Other liabilities

Total liabilities......

Total deferred inflows of resources

Total net position

Total operating revenues: Sales and services.

Operating gain (loss)........

Total operating expenses: Cost of sales and services

Investment income.....

Investment expense

Net nonoperating revenue.....

Increase in net position *

2017 2016
LS 149§ 117

....... 1,369 1,353

64 71

................................ 1,582 1,541
5 8

..... 91 53

....... 64 68

1,497 1,563

144 97

........... 1,796 1,781

10 2
S (219) S (234)

166 ¢ 184

................................ 164 217
2 (33)

........... 81 58

(4) (4)

......... 77 54

$ 79§ 21

* The effects of the restatement for GASB No. 75 are not displayed.

Fund Description: The SWIF operates for the purpose of
providing workers’ compensation insurance to employers,
including those refused policies by private insurance
firms.

Insurance loss liability decreased $66 due to a reduction
in the current portion of the liability attributable to a
continued effort for SWIF to use the Compromise and
Release (C&R) program. In PA Workers’ Compensation,
any case can be resolved by an agreement between the
injured worker and their employer/insurance carrier
called a C&R agreement.
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Cost of sales and services decreased $53 due to a
decrease in losses paid and a decrease in underwriting
expenses paid due to less policies in force. This decrease
is attributable to a continued effort for SWIF to use the
Compromise and Release (C&R) program.

Investment income includes the cumulative effect of
changes in Net Asset Value of SWIF investments and
realized gain/loss on sales of investments. Due to positive
market conditions, investment income increased $23.
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State Lottery Fund

Condensed, comparative, financial information (amounts in millions)

2018 2017
Description
Cash and short-term invVestments..........co..ceuveerurerereveessessesennnes $ 181 S 162
Other @SSELS..uiuiiiiririeiriste ettt s b sane 88 85
TOLAl @SSES .ouuiverierireesies st s s st sess s ss e seess s st enses 269 247
Total deferred outflows of resoUrces.........cooeuververivnnreennnn. 11 14
ACCOUNES PAYADIE.......oeveiiereceeceeee e sseseesneesens 384 379
Other [1abilities ..o 276 202
Total [1abilities ..o 660 581
Total deferred inflows of resources.......c.oveecvcrneececrnennee. 14 3
Total net position $ (394) $ (323)
Total operating revenues: Sales and S€rvices........coeeveevnee. S 4,213 $ 4,003
Cost of Sales aNd SErVICES. ..ot 4,084 3,978
Other EXPENSES.....ccvevreeiereeieess ettt s s ssasees 6 4
Total operating eXPeNSEeS......ccccvveveveveeveriereneeeeseesreeseeaenas 4,090 3,982
OPErating iNCOME ...c.coveevieerieereeeere et esees 123 21
Nonoperating revVeNUES, NEL...........cceueeeeeeeeereereeeenesesesesesenens 3 4
Income before transfers......cvncnecnnceneceneeens 126 25
TranSErs M. 146 148
TrANSTEIS OUL..cuiiiiiiicccceetee et eas (251) (265)
TrAaNSTErS, NEL...cucuiieereieeieeeceeeeete et ea s ee (105) (117)
Increase (decrease) in net position * S 21 S (92)
* The effects of the restatement for GASB No. 75 are not displayed.

Fund Description: The State Lottery Fund receives the
proceeds of all lottery sales and designates all of its net
proceeds to programs that benefit older Pennsylvanians.
These programs include shared rides and free transit,
property tax and rent rebates, medical assistance for long-
term care, the Pharmaceutical Assistance Contract for the
Elderly (PACE) which provides assistance for the payment
of prescription drugs, and PENNCARE which provides a
variety of community-based and in-home services, such as
home health care; personal care; health support services
such as housekeeping, shopping assistance, laundry and
mending; respite care (caregiver relief); transportation
and other routine household chores as necessary to
maintain a consumer's health, safety and ability to remain
in the home; and home-delivered meals prepared at a
central location and delivered to a person's home.

Other liabilities increased $74, mainly attributed to the
implementation of GASB Statement No. 75 in the current
fiscal year, which established new standards for
measuring and recognizing liabilities, deferred outflows of
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resources, deferred inflows of resources, and expenses
related to OPEB.

Total operating revenues: Sales and services increased
$210, largely attributed to online ticket sales revenues
increasing by $102 due to a peak PowerBall jackpot of
$759. Scratch-Off sales revenues also experienced an
increase of $98 due to the introduction of more high value
tickets. In May 2018, the Pennsylvania Lottery created a
new category of games called iLottery, with current year
net sales revenues totaling $1.8.

Total operating expenses increased $108 primarily due to
an increase of $13 in payments of commissions to retailers
and an increase of $110 in field paid prizes. Legal
services/fees decreased by $12 due to the payment for
the Property Tax and Rent Rebate Program Settlement
Agreement in 2016.
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Tuition Payment Fund

Condensed, comparative, financial information (amounts in millions)

Description

Cash and short-term investments

Long-term investments

Other assets

Total assets.........

Securities lending obligations

Tuition benefits payable..........

Other liabilities..........

Total liabilities

Total net position

Total operating revenues: Sales and services........

Operating loss......

Total operating expenses: Cost of sales and services

Nonoperating revenues, net.

2018 2017

$ 189 $ 147

1,833 1,821

109 8

...... 2,131 1,976
......... 15 42

1,644 1,641

90 10

1,749 1,693

$ 382 283

.8 206 207
............................ 253 334
(47) (127)

146 192

$ 9 3 65

Increase in net position

Fund Description: The Tuition Payment Fund is
administered by the Tuition Account Guaranteed Savings
Program Bureau, an office within the Commonwealth
Treasury Department. The Fund provides Commonwealth
residents the opportunity to prepay college tuition
towards future education expenses at eligible educational
institutions. An eligible educational institution is defined
by the Internal Revenue Code. Commonwealth-owned
and related universities and community colleges
participate in the program. In addition, private
institutions, which are defined as any private or out-of-
state public post-secondary educational institution, are
considered eligible for the program.

Total assets increased $155 attributable primarily to
increased investment income (net of expenses) of $146.

Commonwealth of Pennsylvania
www.pa.gov

36

Total liabilities increased $56. The increase was mostly
attributed to a larger amount of unsettled trades at year
end compared to the prior year as the portfolio was
continuing to shift to fixed income securities/managers.

Operating loss decreased $80 largely due to a decrease in
tuition benefit expenses. Tuition benefit expenses
decreased to $226 from $311.

Non-operating revenues, net decreased $46 largely due
changing market conditions and the reallocation of
portfolio assets to fixed income and mutual
fund/exchange traded funds.

Net position increased $99 over the prior year. At $382,
the plan is currently 122% funded.
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State Stores Fund

Condensed, comparative, financial information (amounts in millions)

2018 2017
Description
Cash and investments. .S 258 $ 229
INVENTOIY..veeeiiveieree st se st st sss bbb s s ssensans 259 255
OhEr @SSELS..uumrvuueriieeiriessiesssesssesss s s ssssssseses 31 43
TOtal @SSELS.uurrurrienrreessiesesees s s saeeees 548 527
Total deferred outflows of resSOUrCes...........coeevverrrvnnes 97 115
ACCOUNTS PAYADIrreeeereereeeete st snes 299 296
Pension and OPEB [iabilities........cccoceereererreererercreerenrennens 1,334 636
Other 11aBilITiES ..t sssesssssssssssens 124 91
Total [1abiliti@S . ssseseens 1,757 1,023
Total deferred inflows of resources..........ccoeeeeeeves 118 22
Total net position $ (1230) $ (403)
Total operating revenues: Sales and services.. S 2117 S 2,047
Cost Of Sales aNd SErVICES....o.omrvrmrvreererveessisesseessessesssensens 1,955 1,936
Other EXPENSES .....uverrverreriesiseesesassssssessessesssssssssssssssessenns 10 11
Total Operating eXPenSes.........c..ceeveeeveerenssessssnssnssenes 1,965 1,947
OPErating iNCOME....uuuveereereeessees s sssssesssesssssssssssnes 152 100
Nonoperating revenues, net............c........ 3 2
Income before transfers.......oneeessessssessessnnsinns 155 102
TraNSTErS OUL...uuvvuecreerreeereessessiessessssssssssssssssesssasssesessns (188) (219)
Decrease in net position * $ (33) $ (117)
* The effects of the restatement for GASB No. 75 are not displayed.

Fund Description: The State Stores Fund serves as the
operating fund for the Pennsylvania Liquor Control Board
(PLCB). With over 600 state run stores throughout the
Commonwealth, the PLCB generates revenue from the
sale of wine and spirits, lottery commissions, various
licensing fees, and fines. In addition, Act 39 of 2016 allows
the PLCB to be a wine wholesaler to holders of wine
expanded permits which allows the convenience of wine
sales to take place at private retailers. Profits from the
State Stores Fund are used to fund the Pennsylvania State
Police for their liquor law enforcement authority; support
the Department of Drug and Alcohol Programs which
provides funding to several local governments to offer
drug and alcohol education; and to provide additional
funding to the General Fund.

Cash and investments increased $29 primarily due to a
reduction of the legislatively mandated transfers to the
General Fund by S31.

Pension and OPEB liabilities increased $698 due to the
implementation of GASB Statement No. 75 in the current
fiscal year, which established new standards for
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measuring OPEB liabilities. This increase was partially
offset by a decrease to net pension liability which resulted
primarily due to actual investment earnings surpassing
projected earnings during 2017.

Total deferred inflows of resources increased $96
primarily due to the implementation of GASB Statement
No. 75 in the current fiscal year.

Sales and services increased $70 which is attributed to
legislation changes of Acts 39, 85, and 166 of 2016. The
liquor reforms allowed for the adoption of flexible pricing,
expanded wine sales to licensed retailers, auction of
expired restaurant licenses, expanded store hours of
operations on Sundays and holidays, authority to sell
Pennsylvania Lottery tickets, and the authority for
licensed wine producers to ship directly to residents.

Transfers out decreased $31 due to a reduction in
contributions to the General Fund from $216 to $185.
Contributions to the General Fund support
commonwealth-wide operations.

Governor's Office of the Budget
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MANAGEMENT’S DISCUSSION AND ANALYSIS

June 30, 2018

Commonwealth Financing Authority

Condensed, comparative, financial information (amounts in millions)

Description

Current assets

Long-term assets...

Total assets

Current liabilities

Total deferred outflows of resources

Long-term liabilities

Total liabilities

Total net position

Operating expenses........

Operating revenues, net of uncollectibles

Operating loss

Nonoperating expenses, net....
Loss before transfers

Transfers, net........

Decrease in net position

2018 2017

$ 940 S 830

..... 270 275
1,210 1,105

............ 2 2
95 85

...... 4,195 2,260
4,290 2,345
$ (3,078 $ (1,238)

............ $ 9 $ 6
87 110

(78) (104)
(141) (96)

(219) (200)
...... (1,621) (494)
$ (1,840) $ (694)

Fund Description: The purpose of the Commonwealth
Financing Authority (CFA) is to provide financial assistance
through bond issuance proceeds distributed in the form of
loans, loan guarantees, grants and private equity
participating loans to promote the health, safety,
employment, business opportunities and economic
activity of the Commonwealth.

CFA is a blended component unit of the Commonwealth,
and since inception, the CFA has issued 16 revenue bonds
totaling $6.5 billion to promote economic growth in the
Commonwealth. Payments of principal and interest due
on outstanding debt are appropriated and transferred
from the primary government annually.

Total assets increased $105 primarily due to unspent 2018
bond proceeds and timing differences between the
transfer of funds from the Commonwealth to CFA year
over year.

Total liabilities increased $1,945 because of two new
bonds issued in 2018, including $1,487 for the Tobacco
Master Settlement Bonds. This was only partially offset by
principal payments which reduced the long-term debt
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outstanding on existing bonds. As of June 30, 2018, long-
term debt, net of current portion and unamortized bond
premium and discount, stood at $4,177.

Operating expenses decreased $23 due primarily to a
reduction in grant expense.

Nonoperating expenses increased $45 overall because of
increases in bond interest expense and bond issuance
costs.

Transfers, net decreased $1,127 primarily due to the
transfer of $1,914 in 2018 bond proceeds from CFA to the
Commonwealth General Fund and to the Department of
Education for the purposes of funding reimbursements to
school districts for construction and reconstruction
projects (PlanCon) and providing budget relief.

Net position decreased by $1,840 primarily due to the
transfer of 2018 bond proceeds to the Commonwealth.
CFA’s business purpose may result in continued losses
from operations due to the disbursement of grant awards
and transfer of bond proceeds to promote economic
growth.

Governor's Office of the Budget
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MANAGEMENT’S DISCUSSION AND ANALYSIS

June 30, 2018

Section E: Budget Analysis Overview

General Fund Budgetary Basis
Comparison between original budget and final budget

(Amounts in millions)

The Budgetary Comparison Schedule for the General Fund
for the fiscal year ended June 30, 2018 is presented
immediately following the Notes to the Financial
Statements section of the CAFR. In the final budget, state
program revenues were adjusted to the revised revenue
estimates anticipated to be received by the end of the
fiscal year, and were anticipated to be sufficient to fund
all 2017-2018 original and supplemental appropriation
requests.

The difference in total state program revenues from the
original to the final budget was due to an increase of $25
in tax revenues, an increase in nontax revenues of $23,
and a decrease of $46 in refunds, resulting in a net
increase of $94.

Final federal revenues and corresponding expenditures
were $273 more than originally budgeted primarily due to
increases of $275 in the Department of Human Services
and S$7 combined in the Emergency Management Agency
and the Executive Offices offset by a decreases of $8 in the
Office of the Attorney General, and a combined S1 in the
Departments of Education and Environmental Protection.

General Fund Budgetary Basis
Comparison between final budgeted and actual results

(Amounts in millions)

In the actual budgetary basis, state program revenues
were adjusted to actual revenues received by the fiscal
year end. State program revenues sufficiently funded all
2017-2018 original state appropriations. Supplemental
appropriations passed on June 22, 2018 by Act 1A resulted
in a S$7 reduction to state appropriations and a $275
increase in federal appropriations, with supplemental
appropriations effective as of the fiscal year ended June
30, 2018.

Actual total state revenues were $185 less than the final
budgeted state revenues due to decreases in both tax
(5155) and nontax ($30) revenues actually received. The
$28 difference in departmental services is mainly
attributable to increases received in the Judiciary, State
Police, Executive Offices and the Departments of
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Agriculture, General Services and other agencies offset by
decreases in the Departments of Human Services,
Environmental Protection, Corrections and other agencies
resulting in the net decrease of $158 in state program
revenues.

The difference of $20 in actual state program
expenditures under the final budget is the net result of the
$28 increase available from departmental services offset
by $48 in lapses.
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MANAGEMENT’S DISCUSSION AND ANALYSIS

June 30, 2018

Section F: Capital Asset and Long-term Debt Activity

Capital Asset Overview and Explanation

Throughout the fiscal year, Commonwealth agencies
acquire or construct capital assets. In governmental fund
financial statements, expenditures for capital assets are
typically reported as capital outlay. General capital assets
of the Commonwealth are those used in the performance
of specific governmental functions with useful lives
greater than one year. General capital assets are reported
as part of governmental activities in government-wide
financial statements. Capital assets of proprietary funds
are reported in both proprietary fund financial statements
and government-wide financial statements. Fiduciary
fund capital assets are reported in fiduciary fund financial
statements; fiduciary funds are not included in
government-wide financial statements.

Funding for construction of buildings and related
improvements is almost entirely provided by proceeds of
general obligation (GO) bonds issued; such proceeds are
generally accounted for in capital projects funds in
governmental fund financial statements as an other
financing source. In the government-wide financial
statements, bond proceeds are reported as additions to
long-term GO bond liabilities. Construction project
expenditures and cumulative construction-in-progress
expenditures at fiscal year-end are reported as part of
general capital assets. Highway and bridge infrastructure
assets are typically funded with Motor License Fund taxes,
license and registration fees, transfers from the
Pennsylvania Turnpike Commission, and federal revenues.
The Motor License Fund reports transportation and
capital outlay expenditures in its governmental fund
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financial statements; a portion of such expenditures are
reported as additions to capital assets in government-
wide financial statements.

In government-wide and proprietary fund financial
statements, depreciation expense for capital assets is
reported to recognize the cost of “using up” capital assets
over their estimated useful lives. In other words,
depreciation expense is an allocation of an asset’s cost
over its estimated useful life and is reported in the
government-wide financial statements. This treatment
differs from reporting capital outlay as ‘current
expenditures’ in governmental fund financial statements.
Depreciation expense of highway and bridge
infrastructure and other capital assets is not related to the
quality or relative value of these assets; rather, as
previously mentioned, it is a specific accounting treatment
to recognize the cost of “using up” the assets over periods
of time. The estimated useful lives of highway and bridge
infrastructure capital assets are 25 years for highways and
50 years for bridges. Neither land nor construction-in-
progress assets are considered depreciable; therefore, no
depreciation expense is reported for those assets.

Note 1 in the notes to the financial statements section of
the CAFR discusses capital assets significant accounting
policies.

Note 4 in the notes to the financial statements section of
the CAFR provides more information on capital asset
activities during the fiscal year ended June 30, 2018.

Governor's Office of the Budget
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MANAGEMENT’S DISCUSSION AND ANALYSIS

June 30, 2018

Long-term Debt Overview — fiscal year ended June 30, 2018

(Amounts in millions)

The constitution of the Commonwealth of Pennsylvania
permits the incurrence of debt, without approval of the
electorate, for capital projects specifically authorized in a
capital budget. Capital project debt outstanding cannot
exceed one and three quarters (1.75) times the average of
the annual tax revenues deposited in all funds during the
previous five fiscal years. The Commonwealth’s
constitutional debt limit, which allows for the incurrence
of debt to be used for capital projects without electorate
approval as specifically itemized in a capital budget, was
$68.8 billion as of August 31, 2018 with net debt
outstanding after credit for refunded debt of $11.0 billion
for a remaining legal debt margin of $57.8 billion. In
addition to constitutionally authorized capital project
debt, the Commonwealth may incur debt for electorate-
approved programs, such as economic revitalization, land
and water development, water facilities restoration, and
certain environmental initiatives; and for special purposes
approved by the General Assembly, such as disaster relief.

At June 30, 2018, the Commonwealth had total General
Obligation Bond principal outstanding of $12.5 billion for
the following purposes:

$7,454 Capital Facilities Bonds
$4,504 Refunding Bonds
S 550 Electorate Approved Debt (various)

During the fiscal year ended June 30, 2018, total debt
service fund transfers were paid from the General Fund of
$1,073, the Motor License Fund of $71 and the Gaming
Fund of $28 to make principal and interest payments to
bondholders.

Note 6 in the notes to the financial statements section of
the CAFR provides more details on long-term debt
balances and activity.

Debt Administration — fiscal year ending June 30, 2019

(Amounts in millions)

During the fiscal year ending June 30, 2019, the Office of
the Budget currently plans general obligation bond
issuances, excluding refundings, amounting to $1,032.
This is a decrease of $215 when compared to actual new
money bond issuances of $1,247, which excludes
refunding issuance of $970, during the fiscal year ended
June 30, 2018. This plan represents the need to make
continued investments in the Commonwealth’s capital
infrastructure, local capital projects and mass
transportation infrastructure.

Debt principal retirements of $807 are currently planned
for the fiscal year ending June 30, 2019.

In addition to general obligation bonds, the
Commonwealth may issue tax anticipation notes to meet
operating cash needs during certain months of the fiscal
year. Tax anticipation notes may be issued only for the
General Fund and the Motor License Fund. They may not
exceed 20% of the funds’ estimated revenues for the fiscal
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year and must mature during the fiscal year in which they
were issued. Cash shortages may occur during the fiscal
year because tax receipts, unlike cash disbursements, are
concentrated in the last four months of the fiscal year.
The Commonwealth has not issued any such notes
through November 30, 2018. In lieu of issuing tax
anticipation notes, the Commonwealth may obtain a
short-term investment line of credit with the Pennsylvania
Treasury Department. All amounts drawn using the lines
of credit must be returned with interest in the same fiscal
year in which the draw occurred.

There were no debt limitations, restrictions or
commitments during the fiscal year ended June 30, 2018
that may affect the Commonwealth’s plans during the
fiscal year ending June 30, 2019. The Commonwealth’s
planned issuance for the fiscal year ending June 30, 2019
is dependent on the passage of an annual capital budget
by the state legislature. No current fiscal year capital
budget has been passed as of November 30, 2018.
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MANAGEMENT’S DISCUSSION AND ANALYSIS

June 30, 2018

Section G: Currently Known Facts

(Amounts in whole dollars)

Medicaid Expansion

On January 1, 2015, the Commonwealth implemented
Medicaid expansion, which is part of the federal
Affordable Care Act and is voluntary for states. Medicaid
expansion is currently available to Commonwealth
citizens through the Department of Human Services’
HealthChoices Medicaid plan. Federal funds will cover
100% of the medical costs of Medicaid expansion for
calendar years 2015 to 2016, 95% in 2017, 94% in 2018,
93% in 2019 and 90% in 2020 and subsequent years.

Pension Reform

On June 12, 2017, the Commonwealth enacted Act 5 of
2017 to reform pension benefits for new employees in
order to lower the Commonwealth’s pension costs and
risk in the future. Beginning January 1, 2019,
Commonwealth new, non-hazardous duty employees
eligible for the State Employees’ Retirement System
(SERS) benefits must elect one of three new plan options.
Unlike prior plans which only offered defined benefit
plans, each new plan contains a defined contribution
element. Two options are hybrid plans with both defined
benefit and defined contribution components, and the
third is a defined contribution plan only. The contribution
rates, benefit rates, and vesting time-frames vary by plan.
Current members have a one-time opportunity to opt into
one of the new plans. The addition of defined
contribution components transfers a portion of
investment risk to the employees, however it also
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provides the employees options of contributing additional
amounts up to the federal maximum. In addition to the
plan changes, Act 5 also created a Public Pension
Management and Asset Investment Review Commission
to recommend investment cost reductions. The
Pennsylvania Independent Fiscal Office (IFO) estimates
cash-basis reductions in the Commonwealth’s costs in the
billions over the next 30 years. The impact on the
Commonwealth’s financial statements has not yet been
fully assessed at the time of issuance, but is anticipated to
decrease the Commonwealth’s net pension liability and
expense over time.

Additionally, Act 5 also created three new plans with
defined contribution components for the Public School
Employees’ Retirement System (PSERS). Effective July 1,
2019, new Pennsylvania public-school employees eligible
for the PSERS retirement benefits must elect one of the
three new plans. The three plan options are similar in
design to the options available with the SERS, but the
contribution rates required differ. Annually the
Commonwealth reimburses public schools 50% of their
employer contributions, however the Commonwealth is
responsible for only a small portion of the PSERS net
pension liability.

More information regarding the new plans and estimated
cost-reductions under Act 5 may be found at
www.ifo.state.pa.us.
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Commonwealth of Pennsylvania
Statement of Net Position
June 30, 2018

(Amounts in thousands)

ASSETS
Current assets:
Cash—Note 2, 16
Cash with fiscal agents—Note 2...
Temporary investments—Note 2, 16
Receivables (net):
Taxes—Note 3
Unemployment assessments.. .
Yol 11 ) PP
INVESEMENE INCOME.....cuiiiiiiiiii i s
Interest on notes and loans
Loans—Note 3, 16..........
Lease rentals.....
Investment sale procee

Due from pension trust funds—Note 5..
Due from primary government—Note 5.
Due from component units—Note 5...
Due from Federal government....
Due from political subdivisions.
Due from other governments
Inventory......ccconiiiinnnnns
Prepaid expenses.
Other assets............

Total current @ssets........covviinenniniinniesnenennen

Noncurrent assets:

Restricted cash—NOte 2........ccciiiiiiiiininiiiii
Long-term investments—NOte 2, 16.......cceiiiiimriiiiniiiiieie e
Receivables (net):

Taxes—Note 3

Loans—Note 3, 16
Due from primary government—Note 5
Due from component UNItS—NOLE 5.......ccuerriimrerieee e e see e
Non-depreciable capital assets—Note 4, 16:

Construction in progress
Depreciable or amortizable capital assets—Note 4, 16:
Land IMPrOVEMENES. .......ceeeieeeeereeeeeeeeeseeessseeesee e e sre e e sne e e sneeessnreesenneeesnneess
Buildings and building improvements..
Machinery and equipment...............
Turnpike infrastructure....
Highway infrastructure.
Bridge infrastructure.......
Waterway infrastructure..
Infrastructure-other.....
Library books...........
Other capital assets..
Intangible @Ssets........cocevrrieerrieeerieee e
Less: accumulated depreciation and amortization.
Net depreciable or amortizable capital assets.......
Other assets

Total NON-CUITENt @SSELS.....cuvviiiiiiiiiiiire s
TOTAL ASSETS.

DEFERRED OUTFLOWS OF RESOURCES
TOTAL DEFERRED OUTFLOWS OF RESOURCES—Note 3, 6, 9, 10, 16

Commonwealth of Pennsylvania
www.pa.gov

Primary Government

Governmental Business-type Component
Activities Activities Total Units

$ 291,104 $ 1,006,839 $ 1,297,943 2,170,326
23,457 2,751,053 2,774,510 -
8,660,090 811,827 9,471,917 3,463,949
2,867,093 - 2,867,093 -

- 654,614 654,614 -

1,542,673 154,511 1,697,184 220,126
16,950 14,539 31,489 7,558

- 11,049 11,049 114,392

11,485 43,310 54,795 1,080,757

- 997 997 -

- 104,829 104,829 -

196,571 13 196,584 63,255
27,504 - 27,504 -

- - - 17,234

28,341 - 28,341 417
4,918,748 8,369 4,927,117 14,829
8,561 5,009 13,570 184

- 11,518 11,518 -

102,287 258,829 361,116 24,221

- 643 643 28,955

9,010 18,705 27,715 115,958
18,703,874 5,856,654 24,560,528 7,322,161
- 467,745 467,745 3,959

2,141,094 3,398,452 5,539,546 2,138,019
955,863 - 955,863 -
57,635 392,991 450,626 9,690,179

- - - 15,000

152,851 - 152,851 -
3,075,660 220,846 3,296,506 424,997
5,069,863 55,090 5,124,953 1,686,068
1,054,169 81,705 1,135,874 443,523
8,017,820 441,197 8,459,017 5,728,779
1,691,812 191,281 1,883,093 1,441,185

- - - 8,809,493
31,955,541 - 31,955,541 -
15,878,059 - 15,878,059 -
33,731 - 33,731 -
219,863 - 219,863 -

- - - 79,866

- - - 1

833,376 20,245 853,621 74,590
(28,988,159) (399,914) (29,388,073) (8,951,581)
30,696,212 334,514 31,030,726 7,625,856
- 5,588 5,588 355,650
42,149,178 4,875,226 47,024,404 21,939,728
60,853,052 10,731,880 71,584,932 29,261,889
$ 2,704,718 $ 127,456 $ 2,832,174 883,437
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Commonwealth of Pennsylvania
Statement of Net Position
June 30, 2018

(Amounts in thousands)

Primary Government

Governmental Business-type Component
Activities Activities Total Units
LIABILITIES
Current liabilities:
Accounts payable and accrued liabilities. ........c.ooceerrrerrrieeeree e $ 8,769,650 $ 769,251 $ 9,538,901 586,537
Investment purchases payable 444 85,601 86,045 -
Tax refunds payable 569,110 - 569,110 -
Tuition benefits payable—Note 6 - 246,238 246,238 -
Securities lending obligations... 42,883 107,643 150,526 9,196
Internal balances—Note 5........... (32,514) 32,809 295 -
Due to pension trust funds—Note 5 163,678 2,503 166,181 -
Due to primary government—Note 5..........cccoiiiiiiiiiniiin i - - - 28,364
Due to component units—Note 5.... 21,229 23 21,252 418
Due to political subdivisions..... 1,735,984 8,832 1,744,816 -
Due to other governments. 29,250 20,384 49,634 1,734
Interest payable............ 198,196 44,055 242,251 302,864
Unearned revenue...... 129,751 69,217 198,968 149,978
Notes payable—Note 16 - - - 291,371
General obligation bonds payable—Note 6 807,045 - 807,045 -
Bonds payable—Note 16..........cccocuvrnnes - - - 80,530
Revenue bonds payable—Note 6, 16..... - 472,885 472,885 501,927
Capital lease/installment purchase obligations—Note 6. 3,916 - 3,916 4,180
Self insurance liabilities—Note 6, 8.... 143,015 9,057 152,072 8,889
Compensated absence liability—Notes 146,129 6,889 153,018 20,776
Insurance loss liability-Note 6.................. - 168,820 168,820 -
Other financing obligations—Note 16.... - - - 4,308
Other postemployment benefit liability—Note 10, 16. 357,435 16,627 374,062 59,523
Other liabilities-Note 6 289,581 16,367 305,948 426,028
Total current liabilities 13,374,782 2,077,201 15,451,983 2,476,623
Noncurrent liabilities:
Tuition benefits payable—Note 6 - 1,397,997 1,397,997 -
Due to primary government—Note 5.. - - - 152,851
Due to component units—Note 5.... 15,000 - 15,000 -
Unearned revenue - - - 2,761
Student loan auction rate security bonds payable—Note 16 - - - 11,100
Insurance loss liability—Note 6 - 1,329,146 1,329,146 -
Notes payable—Note 16...........ccccvvveens - - - 4,440,903
General obligation bonds payable—Note 12,608,586 - 12,608,586 -
Bonds payable—Note 16...........cccuvveeens - - - 1,863,234
Revenue bonds payable—Note 6, 16..... - 4,846,939 4,846,939 16,076,470
Capital lease/installment purchase obligations—Note 6. 95,343 - 95,343 66,842
Other financing obligations—Note 7, 16................ 502,390 - 502,390 24,009
Compensated absence liability—Note 6, 16.. 599,153 29,469 628,622 148,221
Self insurance liabilities—Note 6, 8 894,433 56,872 951,305 53,021
Other postemployment benefit liability—Note 10, 16......ccccccveviiiirreieiniiiiiinnenns 25,024,404 1,091,970 26,116,374 2,763,444
Nonexchange financial guarantees—Note 14......... - 17,655 17,655 -
Net pension liability—Note 9 13,922,421 629,694 14,552,115 1,735,749
Other liabilities—Note 6 765,982 1,898 767,880 566,167
Total non-current iabilities. .......ceeeiieereeee e 54,427,712 9,401,640 63,829,352 27,904,772
TOTAL LIABILITIES 67,802,494 11,478,841 79,281,335 30,381,395
DEFERRED INFLOWS OF RESOURCES
TOTAL DEFERRED INFLOWS OF RESOURCES—Note 3, 6, 9, 10, 16....... 3,698,418 155,948 3,854,366 601,046
NET POSITION—Note 15
Net investment in capital @SSELS........iviviiiiiiiiiiiiiiiir 32,975,535 600,833 33,576,368 1,241,654
Restricted for:
General government OPErationS. .........ccueerrcreeerseresseessireeesnreeessreeessreeessneeesanes 197 - 197 -
Health-related programs........ 13,133 - 13,133 -
Transportation.......... 920,443 136,932 1,057,375 -
Capital projects.. - 182 182 4,072,532
Debt service.......covveeiiiiiiiineeeninnnnns - 4,224 4,224 585,711
Unemployment/worker's compensation.. 522,065 2,861,392 3,383,457 -
Environmental and conservation programs 283,430 - 283,430 -
Economic development................... 5,619 13,495 19,114 105,628
Gaming/horse racing regulation 136,002 - 136,002 -
Emergency support............... 92,680 130,377 223,057 -
Higher education... . - 381,710 381,710 556,930
OtNEI PUIMPOSES. ... eeeeueeeeanreeesreeesseeesseeesseeesseeesanseessnneessneeesseessseessnseessnnees - 133,877 133,877 630,237
[T = o =T PP (42,892,246) (5,038,475) (47,930,721) (8,029,807)
TOTAL NET POSITION $ (7,943,142) $ (775,453) $ (8,718,595) (837,115)
- The notes to the financial statements are an integral part of this statement. -
Commonwealth of Pennsylvania 47 Governor's Office of the Budget
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Commonwealth of Pennsylvania
Statement of Activities
For the Fiscal Year Ended June 30, 2018

(Amounts in thousands)
Program Revenues

Net (Expense) Revenue and
Changes in Net Position

Charges for Operating Capital Primary Government
Sales and Grants and Grants and Governmental Business-Type Component
Functions/Programs Expenses Services Contributions Contributions Activities Activities Total Units
Primary government:
Governmental activities:
Direction and SUPPOItiVE SEIVICES. .........cccuvrerersrrsiirrneenss $ 1,580,148 $ 351,172 $ 88,820 $ 256 $ (1,139,900) $ - $ (1,139,900) $ -
Protection of persons and property.... 6,839,284 1,895,974 398,333 2,651 (4,542,326) - (4,542,326) -
Public education.........ccccoevivvveenn. 16,516,828 7,175 2,045,911 - (14,463,742) - (14,463,742) -
Health and human services.. 40,314,856 3,165,336 24,066,847 - (13,082,673) - (13,082,673) -
Economic development........... 930,891 5,582 409,235 - (516,074) - (516,074) -
TranSPOrtatioN. .....cueeviurrreeee e 6,193,274 1,434,982 2,379,503 27,683 (2,351,106) - (2,351,106) -
Recreation and cultural enrichment.............cccoeeeeieeennns 597,073 250,493 69,540 92 (276,948) - (276,948) -
=] L PN 520,369 - - - (520,369) - (520,369) -
Total governmental activities - 73,492,723 7,110,714 29,458,189 30,682 (36,893,138) - (36,893,138) -
Business-type activities:
State lottery........ooevvveenn. 4,089,703 4,213,344 2,879 - - 126,520 126,520 -
State workers' insurance... 167,630 166,029 80,537 - - 78,936 78,936 -
Tuition payment............eeee.. 255,056 205,717 148,276 - - 98,937 98,937 -
Unemployment compensation. 1,911,547 2,961,853 72,015 - - 1,122,321 1,122,321 -
Commonwealth financing........ccccevvviiviivieeninn 253,020 21,692 12,708 - - (218,620) (218,620) -
[ o [UTo] dolo] 411 ) PPN 1,965,637 2,116,899 2,998 - - 154,260 154,260 -
Economic development and other.. 55,765 30,511 9,419 - - (15,835) (15,835) -
Total business-type activities.........cuusenemnsinnissannns 8,698,358 9,716,045 328,832 - - 1,346,519 1,346,519 -
Total primary government..........cccvveeeerinniinreeene s essreeeee s $ 82,191,081 $ 16,826,759 $ 29,787,021 $ 30,682 (36,893,138) 1,346,519 (35,546,619) -
Component units:
Total component UNItS..........covveveviiiiiiiiieeeeeeererereeeeeeree s $ 6,248,107 $ 3,554,486 $ 1,965,229 $ 348,006 - - - (380,386)
General revenues:
Taxes:
Personal inCOMe.......uuviviiiiiiiiiini s 12,810,647 - 12,810,647 -
SalES ANA USE...eviiiiiiiiiiiiiee e 10,834,227 - 10,834,227 -
Corporation 4,548,567 - 4,548,567 -
Liquid fuels and motor Carmiers......ccoovvvvreerneninineneennn. 3,846,040 - 3,846,040 -
GAMING.tteiiiiiiiirrrree e 1,427,502 - 1,427,502 -
INhEMtANCE. ..cce ittt 1,008,382 - 1,008,382 -
Cigarette......ovvirriiiii i 1,363,371 - 1,363,371 -
Realty transfer......... 606,555 - 606,555 -
Other.......... 624,910 - 624,910 -
Total taxes......... 37,070,201 - 37,070,201 -
Investment INCOME........ooccurriiiiii i 38,758 - 38,758 -
Total general reVeNUES...........cvvveeieiiinieieee e 37,108,959 - 37,108,959 -
Transfers—Note 5 1,834,711 (1,834,711) - -
Net general revenues, special items and transfers..... 38,943,670 (1,834,711) 37,108,959 -
Change in net position..........cccceevrviiinininininnnnns 2,050,532 (488,192) 1,562,340 (380,386)
Net position, July 1, 2017 (restated)—Note 16, 18..... (9,993,674) (287,261) (10,280,935) (456,729)
Net position, June 30, 2018—Note 15...........cosvnnemnnnnns $ (7,943,142) $ (775,453) $ (8,718,595) $ (837,115)

- The notes to the financial statements are an integral part of this statement. -
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Commonwealth of Pennsylvania
Balance Sheet

Governmental Funds

June 30, 2018

(Amounts in thousands)

ASSETS
CaSh—NOLE 2.....iieriiiiiiie e
Cash with fiscal agents—Note 2......

Temporary investments—Note 2
Long-term investments—Note 2.....
Receivables (net):
TaxeS—NOLE 3...iiiii i
Accounts

Due from pension trust funds—Note 5...
Due from component units—Note 5............
Due from Federal government....................
Due from political subdivisions.......
Advances to other funds—Note 5....
Other assetS.......ooovvvvrerniininieiennnns
TOTAL ASSETS.....ccccummmmmnmnmnnnnnnnnnnsnsssssssssssssssssssssnsnsnsnsnsnsnsnsnsnsanns

LIABILITIES, DEFERRED INFLOWS OF
RESOURCES, AND FUND BALANCES

Liabilities:
Accounts payable and accrued liabilities...........uuvereriririneeeiennnnns
Investment purchases payable............ccceeeeeenen.
Tax refunds payable.........ccuuuuieieiiiiriiiiie e
Securities lending obligations..........ccccevviiviiieiin e
Due to other funds—Note 5.........cevvvvrerernnnnnns
Due to component units—Note 5..........
Due to pension trust funds—Note 5
Due to political subdivisions....................
Due to other governments...........uvveeeereeeeinnnnnns
Unearned revenue—Note 3........ccevvviieiiierernnnninnnnnns
Advances from other funds—Note 5........cccoeviviiiiiiiiinncereeeeennnn,
Other liabilities. ....uuuieiiiiiireriei e e

TOTAL LIABILITIES........commmmanmnsssssnnnnnnnnsssssnnsnnnnnnsssssnsnnns

Deferred inflows of resources:
TOTAL DEFERRED INFLOWS OF RESOURCES - Note 3...

Fund balances—Note 15:
Nonspendable............
Restricted........cccoeveennnns
Committed.........cevunneenee
Unassigned deficit

TOTAL FUND BALANCES

TOTAL LIABILITIES, DEFERRED INFLOWS
OF RESOURCES AND FUND BALANCES........coissmsmsmsmsmsnsnsnnnnnnn

Motor
General License Nonmajor

Fund Fund Funds Total
$ 239,684 $ 7,572 $ 42,459 $ 289,715
23,457 - - 23,457
3,905,638 1,022,463 3,701,243 8,629,344
207,592 153,871 1,756,842 2,118,305
3,469,804 315,714 37,438 3,822,956
1,321,992 29,380 190,910 1,542,282
5,435 1,600 9,870 16,905
69,120 - - 69,120
111,401 21,486 63,684 196,571
76,728 5,208 205,774 287,710
20,774 23 2,465 23,262
166,007 30 15,138 181,175
4,546,190 329,518 43,040 4,918,748
4,043 4,487 - 8,530
7,475 - 182,250 189,725
3,000 3,000

$ 14,178,340

$ 1,891,352

$ 6,251,113

$ 22,320,805

$ 7,549,416 $ 721,962 $ 441,989 $ 8,713,367
- - 444 444
565,449 3,661 - 569,110
1,575 1,177 39,957 42,709
123,156 59,432 113,195 295,783
247 20,975 15,004 36,226
152,713 8,507 2,217 163,437
1,475,339 42,348 218,291 1,735,978
8,496 20,213 487 29,196
17,664 6,943 105,144 129,751
233,250 2,175 19,500 254,925
385,971 - - 385,971
10,513,276 887,393 956,228 12,356,897
2,851,354 - 176,299 3,027,653
201,500 - - 201,500
1,378 1,003,959 3,347,768 4,353,105
2,737,182 - 1,780,299 4,517,481
(2,126,350) - (9,481) (2,135,831)
813,710 1,003,959 5,118,586 6,936,255

$ 14,178,340

$ 1,891,352

$ 6,251,113

$ 22,320,805

- The notes to the financial statements are an integral part of this statement. -
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Commonwealth of Pennsylvania

Reconciliation of the Balance Sheet

Governmental Funds to the Statement of Net Position
June 30, 2018

(Amounts in thousands)

The governmental funds balance sheet reports total fund balance for all governmental funds. In the governmental activities column in
the statement of net position, amounts are reported for all governmental funds and are adjusted to account for specific items that are
treated differently on the statement of net position than on the governmental funds balance sheet. Under the modified accrual basis of
accounting, numerous governmental assets are deferred because they may not be "available," (that is, they are not current financial
resources) and, similarly, numerous governmental liabilities are not reported because they are not due and payable until after fiscal year:
end. The following reconciliation begins with total governmental funds fund balance and ends with total net position for governmental
activities. It includes all of the adjustments made to "convert" governmental fund information in the fund financial statements to
governmental activities information in the statement of net position.

Total Fund Balances--Governmental FUNAS......cccciirmmesimmmmsssmmssssmmsssmmssssmmsssssmsssssmmsssssnsssssensssssnnssssessnnsssses $ 6,936,255

General capital assets used in governmental activities are not financial
resources and are therefore not reported in the governmental

funds balance sheet.

These assets consist of:

LaNd..eiiiiii i $ 3,075,660
Land improvements......cooeeverereissssssssssss e 1,053,977
Buildings and building improvements 8,011,566
Machinery and equipmeNt.........cuvvvieiririiiminieinieeeeeeeeeee 1,579,530
INfrastructure.......ccovvviiiiiiiiiiiiiiiirrrrre e 48,087,194
Intangible.......coooviiiiiii 833,376
CONSLruCtion iN ProgreSS......uu e eeeeeererrsssssseserrrrennnasssesseennnns 5,069,863
Accumulated depreciation...........ooevviniiinin, (28,914,161)
Net general Capital @SSEES. . ..uuuuurururururiririiiiiisriisirii 38,797,005
Certain revenues are earned but not available at fiscal year-end and therefore
are reported as deferred inflows of resources in the governmental funds balance sheet............ccccciiiiiininnnnnns 3,027,653

Debt refunding losses are recognized as deferred outflows of resources and debt refunding gains are
reported as deferred inflows of resources in the governmental activities statement of net position...........ceeveveeenes (281,047)

Other miscellaneous adjustments that are not reported in the governmental funds balance sheet
but are reported in the statement of NEt POSILION.........uuuuiuiiriiiiii e 73,510

Internal service funds are proprietary in nature and charge the costs of certain goods

and services to governmental funds. Therefore, the assets, deferred outflows of resources,

liabilities, and deferred inflows of resources of the internal service funds are included

in the statement of net position as governmental @CtIVItIES .......uuvuurerrurrererrreririreierere e (36,274)

The statement of net position includes inventories that are not reported in the
governmental funds balance sheet because they are not current financial resources........cccccvvvviririiiiiiiriiieeeieeeennnns 87,755
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Commonwealth of Pennsylvania

Reconciliation of the Balance Sheet

Governmental Funds to the Statement of Net Position
June 30, 2018

(Amounts in thousands)

The statement of net position includes net pension liabilities for the governmental funds that are

considered long-term and therefore are not reported in the governmental funds balance sheet.

These include the net pension liability and associated deferred outflows of resources and deferred

inflows of resources related to these pension obligations.............cccoiiiiii (12,934,781)

The statement of net position includes other postemployment benefit liabilities for the governmental funds

that are considered long-term and therefore are not reported in the governmental funds balance sheet.

These include the other postemployment benefit liability and associated deferred outflows of resources and deferred

inflows of resources related to other postemployment benefits.......coovviiiiiuiiiiiiicciic e (26,955,466)

Certain general long-term liabilities are not due and payable at fiscal year-end and
therefore are not reported in the governmental funds balance sheet.
These liabilities are:

Bonds payable...........ceuiiiiiiiiiiiiiiiiiiiiiin $ (13,415,631)
Accrued bond interest payable..........ccccciiiii, (198,196)
Capital lease and installment purchase obligations............... (96,211)
Compensated absence liability........cccoevvvmrmmmrmmmeeeeeerrerrennnnn. (742,350)
Self-insurance liabilities...........cccoe i, (1,033,382)
Other financing obligations (502,390)
Other liabilities........ovvviiririiii (669,592)

(16,657,752)

Total Net Position--Governmental AcCtiVities....cccciurrmmirmmmmimimnmninnrmnssss s s $ (7,943,142)

- The notes to the financial statements are an integral part of this statement. -
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Commonwealth of Pennsylvania

Statement of Revenues, Expenditures, and Changes in Fund Balances

Governmental Funds
For the Fiscal Year Ended June 30, 2018

(Amounts in thousands) Motor
General License Nonmajor
Fund Fund Funds Total
REVENUES:
Taxes, Net Of refunds........ooocviieiiiiiir s $ 31,131,530 $ 3,811,035 $ 2,224378 ¢ 37,166,943
Licenses and fees.......... 812,100 1,033,368 1,276,438 3,121,906
Intergovernmental 26,476,775 1,877,278 903,404 29,257,457
Charges for sales and services 2,991,557 101,580 249,564 3,342,701
Investment income.............ceeeee. 37,499 16,849 114,885 169,233
Interest on notes and loans 2,620 - - 2,620
(4o T PR 243,709 3,651 380,804 628,164
TOTAL REVENUES.......commtmmmuussssmmnnnnsssssssnnsnnsssssssssnsnnnnnnnssns 61,695,790 6,843,761 5,149,473 73,689,024
EXPENDITURES:
Current:
Direction and SuUppOrtive SErVICES.......uervrririssrrrreeesssssrrneeeessanns 907,813 36,218 463,068 1,407,099
Protection of persons and property 4,514,633 1,028,494 733,821 6,276,948
Health and human services 39,447,145 - 738,915 40,186,060
Public education........cccccevviunveeeninnnnne 15,832,100 365 635,334 16,467,799
Recreation and cultural enrichment 308,792 7,225 242,998 559,015
Economic development........ccccceiiiii e, 406,499 267 509,308 916,074
TranSPOrtatioN......ccveiiiiiiriiiieiiiiie e 62,969 2,702,039 1,561,565 4,326,573
(0o =TI UL 1 20U 99,552 2,989,777 337,190 3,426,519
Debt service:
Principal retirement.......cccoceveiiiiiiiiccecree e - - 724,720 724,720
Interest and fiscal charges... 28,083 9 539,832 567,924
TOTAL EXPENDITURES....cecssusssssssnssssssssssssssssssnsssssssssasses 61,607,586 6,764,394 6,486,751 74,858,731
EXCESS/(DEFICIENCY) OF REVENUES
OVER/(UNDER) EXPENDITURES......ccvsssssssssssssssssnsssssssens 88,204 79,367 (1,337,278) (1,169,707)
OTHER FINANCING SOURCES (USES):
BONAS ISSUBM. ....uveieiiiiii s - - 1,247,000 1,247,000
Refunding bonds iSSUEd...........cccrrrreieniisiiirreeee e - - 970,030 970,030
Premium on debt issuance 15,535 - 237,163 252,698
Discount on bonds issued................. - - (1,430) (1,430)
Other financing agreements 201,115 - - 201,115
Transfers iN—NOtE 5.....cccreeiiriiiiirrrrreessssssrrrre e ssrrrrre e s s ssnnnns 2,459,826 20,797 1,541,445 4,022,068
Transfers OUE—NOLE 5.....oooiiiiiiiii e, (1,253,402) (106,067) (827,888) (2,187,357)
Payment to refunded bond escrow agent. - - (1,136,887) (1,136,887)
Capital lease and installment purchase obligations.............cc........ - 749 - 749
NET OTHER FINANCING
SOURCES (USES)...ccrmmmmmmssssssrmmmsnsssssssssssssssssssssssssnsnnnssnnnns 1,423,074 (84,521) 2,029,433 3,367,986
NET CHANGE IN FUND BALANCES.......ccsssssssssssssssassassssasses 1,511,278 (5,154) 692,155 2,198,279
FUND BALANCES, JULY 1, 2017...ccuummemmssssssssnnnnssssssssnsnnsnnnans (697,568) 1,009,113 4,426,431 4,737,976
FUND BALANCES, JUNE 30, 2018......ccttmmessssrrrnsssssssssrssssnnnss $ 813,710 $ 1,003959 $ 5,118,586 $ 6,936,255

- The notes to the financial statements are an integral part of this statement. -
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Commonwealth of Pennsylvania

Reconciliation of the Statement of Revenues, Expenditures, and Changes in Fund
Balances-Governmental Funds to the Statement of Activities

For the Fiscal Year Ended June 30, 2018

(Amounts in thousands)

The governmental funds Statement of Revenues, Expenditures and Changes in Fund Balances reports events and activities that affect, on a current
financial resources basis, fund balance changes during the fiscal year. The governmental activities column on the government-wide Statement of
Activities conveys information on an economic resources basis. In effect, the government-wide statement demonstrates all expenses and revenues
related to the operation of the government for the fiscal year ended June 30, 2018. Expenses such as depreciation and certain claims and judgments
and revenues that may not be collected for several months after fiscal year-end are included in the government-wide statement but are not included in
the governmental funds statement. This reconciliation reports all economic events during the fiscal year that appear on the government-wide Statement
of Activities but are not included in the governmental funds statement.

Net change in total fund balances of governmental funds...........oeeeeeeeeeeeeeeeeeee e $ 2,198,279

Amounts reported for governmental activities in the statement of activities are different because:

Capital outlays are reported as expenditures in governmental funds; however, in the
government-wide statements capital outlays are reported as increases in capital assets
(not expenses) and the cost of general capital assets is allocated over their estimated
useful lives and reported as depreciation expense. All depreciation is reported

as part of functional program expenses. The current amounts were:

Capital asset aCQUISILIONS ...........uuuuumummminiiiiiii e $ 3,426,519
Depreciation expense and losses on retirement or sale of assets. (2,041,769)
Capital lease, installment purchase and related payments............ccccccunneeee 3,046
Net excess of capital asset additions/installment purchase
payments over depreCiation EXPENSE. .........ciuiiiiiiiiiiiie et e e e e e e e e e e 1,387,796

Long term debt proceeds provide current financial resources to governmental funds; however, issuing
debt increases general long-term liabilities in the statement of net position. During the
current fiscal year, proceeds were received from:

General obligation bonds including a premium of $67,325 and
@ diSCOUNt Of $1,430.. .. iiiiiiiiiiie e e e e e $ (1,312,895)
Refunding bonds, including a premium of $169,837...........cccceeeveveveeeeeeenn, (1,139,867)
Other financing obligations including a premium of $15,535.... .- (216,650)
Capital lease and installment purchase acquisitions................ (749)
Total bond proceeds and capital lease and installment purchase ach|S|t|ons .................................................. (2,670,161)

Repayment of general long-term liabilities is reported as an expenditure in governmental funds, but the
repayment reduces general long-term liabilities in the statement of net position.
During the current fiscal year, these amounts consisted of:

Bond principal retir€MeNt.........uuuuuurrriiiiiiiiiiiiii—————— $ 724,720
Payments to refunded bond escrow agent..........cceeeeeeeeeeiiiieiiieieieeieieeeeennns 1,136,887
Total bond principal retirement and payment to refunded bond €SCrow agent..........ueeeeeeveeeriiinieeereennnnneneeeens 1,861,607

Internal service funds charge the costs of certain goods and services to
individual funds. The net loss of the internal service funds is reported
as part of governmental aCtiVILIES EXPENSES. ....uuuuuieiiiieirriiie i srerrrisse s s s sr e s e s e eerrr e s s s aesrrr s ssaeesrrssaassaesernnsnaseesesnnsnnnaseneernnns (782)

Certain tax and other revenues due by fiscal year-end will not be collected for several months
or years after fiscal year-end; they are not considered available revenues
in the governmental funds, but they are reported as revenues in the statement of actiVitieS...........cvvvrrriiiiiiveiinc s 15,120

Certain expense adjustments are reported in the statement of activities because they are not due
and payable and are funded with future economic resources rather than current available
LTz Lol =TT U o= PP SPTPPON (741,327)

Net change in governmental net position in the statement of activities....... e $ 2,050,532

- The notes to the financial statements are an integral part of this statement. -
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Commonwealth of Pennsylvania
Statement of Net Position
Proprietary Funds

June 30, 2018

(Amounts in thousands)

ASSETS
Current assets:
Cash—Note 2
Cash with fiscal agents...
Temporary investments—Note 2....
Receivables (net):
Unemployment asseSSMENLS..........uevveeieviverreesiisiinnnnns
ACCOUNES ..oeeveeiiirieeeee s
Investment income
Interest on loans...
Loans—Note 3...
Lease rental....
Investment sale proceed
Other ..
Due from other funds—Note 5.
Due from pension trust funds—Note
Due from component units—Note 5...
Due from Federal government
Due from political subdivisions
Due from other governments ..
Inventory
Prepaid EXPENSES. .......ceeverureeraieeeereeesieee s e e sneee e
Other assets
Total current assets

Noncurrent assets:
Restricted Cash........ccvieiiiiiiniii s
Long-term investments—Note 2
Receivables (net):
Loans—NOLe 3.....ccoiiiiiriiiiiiiiiei e
Non-depreciable capital assets—Note 4:

Construction in progress
Depreciable or amortizable capital assets—Note 4:
Land improvemMENtS........cccuvvereesiiiiinrene s ssreresessssnnnnens
Buildings and building improvements..
Machinery and equipment
Intangible @SSetS......ccoiuerrrireeriiee e
Less: accumulated depreciation and amortization. .
Net depreciable or amortizable capital assets..................
Other @SSets ......occviiririiiirni
Total noncurrent @ssets ......ccccvvvevirennenienieenes
TOTAL ASSETS

DEFERRED OUTFLOWS OF RESOURCES
TOTAL DEFERRED OUTFLOWS
OF RESOURCES—Note 3, 6, 9, 10....

Enterprise Funds

State
Workers'

Unemployment Insurance State Tuition State Commonwealth Internal

Compensation Fund Lottery Payment Stores Financing Nonmajor Service

Fund (Dec. 31, 2017) Fund Fund Fund Authority Funds Total Funds
$ 54,372 % 1,770 1,798 705 $ 54,202 % 851,704 $ 35,937 1,006,839 $ 1,389
2,751,052 - - - - - 1 2,751,053 -
5,610 146,925 178,967 181,534 204,076 - 94,715 811,827 30,746
654,614 - - - - - - 654,614 -
73,084 53,867 26,800 - 726 - 34 154,511 390
29 9,121 352 4,874 - - 163 14,539 45
8,660 - - - - 1,694 695 11,049 -
- - - - - 17,699 25,611 43,310 -
- - - - - - 997 997 -
- - - 104,829 - - - 104,829 -
- - - 10 - - 3 13 -
1,765 - 12,935 - 854 69,122 2,143 86,819 42,952
- - - - - - - - 4,242
- - - - - - - - 17
1,022 - 7,345 - - - 2 8,369 -
5,009 - - - - - - 5,009 31
11,459 - - - - - 59 11,518 -
- - - - 258,825 - 4 258,829 14,532
- - - - 73 - 570 643 -
- 550 17,642 - - - 513 18,705 -
3,566,676 212,233 245,839 298,303 518,756 940,219 161,447 5,943,473 94,344
463,196 - - - - - 4,549 467,745 -
- 1,369,460 3 1,832,570 - - 196,419 3,398,452 22,789
- - - - - 270,070 122,921 392,991 -
- - - - 323 - 220,523 220,846 -
- - - - - - 55,090 55,090 -
- - - - - - 81,705 81,705 192
- - - - 21,422 - 419,775 441,197 6,254
- 1,512 87,072 - 57,025 - 45,672 191,281 112,282
- - - - 20,245 - - 20,245 -
- (1,512) (64,048) - (68,976) - (265,378) (399,914) (73,998)
- - 23,024 - 29,716 - 281,774 334,514 44,730
- - - - - - 5,588 5,588 -
463,196 1,369,460 23,027 1,832,570 30,039 270,070 886,864 4,875,226 67,519
4,029,872 1,581,693 268,866 2,130,873 548,795 1,210,289 1,048,311 10,818,699 161,863
3,380 5,455 11,232 - 96,620 1,540 9,229 127,456 9,728
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Commonwealth of Pennsylvania
Statement of Net Position
Proprietary Funds

June 30, 2018

(Amounts in thousands)

LIABILITIES
Current liabilities:
Accounts payable and accrued liabilities............cccvverernnne
Investment purchases payable.
Tuition benefits payable—Note 6
Securities lending obligations
Due to other funds—Note 5...........
Due to pension trust funds—Note 5
Due to component units—Note 5
Due to political subdivisions.....
Due to other governments
Interest payable............
Unearned revenue...............
Revenue bonds payable—Note 6
Capital lease/installment purchase obligations—Note 6....
Self insurance liabilities—Note 8
Compensated absences—Note 6.
Insurance loss liability—Note 6
Advances from other funds—Note 5.........ccceeviiniiinninnns
Other postemployment benefit liability—Note 10
Other liabilities
Total current liabilities. ........ccoceeerieeeeiee e
Noncurrent liabilities:
Tuition benefits payable—Note 6..........cccevveririiiriniiiiinenns
Insurance loss liability—Note 6
Revenue bonds payable—Note 6..........
Installment purchase obligation—Note 6..
Compensated absences—Note 6..
Self insurance liabilities—Note 8..
Other postemployment benefit liability—Note 10
Nonexchange financial guarantees—Note 14..
Net pension liability—Note 9..............
Other liabilities..........cveves .
Total noncurrent liabilities............cceerieeriieeiiieeeiieeene
TOTAL LIABILITIES

DEFERRED INFLOWS OF RESOURCES
TOTAL DEFERRED INFLOWS
OF RESOURCES—Note 3, 6, 9, 10........cccvrvamrrnsannns

NET POSITION—Note 15

Net investment in capital assets.........ccoceerrieerrierriieenns

Restricted for:
Transportation...
Capital projects..
Debt service
Unemployment/workers' compensation..
Economic development............ceeuee
Emergency support..
Higher Education..
Other purposes..

Unrestricted
TOTAL NET POSITION

Enterprise Funds

State
Workers'
Unemployment Insurance State Tuition State Commonwealth Internal
Compensation Fund Lottery Payment Stores Financing Nonmajor Service
Fund (Dec. 31, 2017) Fund Fund Fund Authority Funds Total Funds
$ 60,471 $ 11,833 $ 384494 §$ 3897 ¢ 298,692 $ - $ 9,864 $ 769,251 % 56,282
- - - 85,601 - - - 85,601 -
- - - 246,238 - - - 246,238 -
- 90,806 - 15,335 - - 1,502 107,643 174
54 - 96,130 - 20,126 695 213 117,218 4,665
46 - 233 - 2,123 - 101 2,503 241
- - - - - - 23 23 3
2 - 8,802 - - - 28 8,832 6
12,653 - 6,206 - 563 - 962 20,384 54
25,232 - - - - 18,609 214 44,055 -
- 64,058 1,633 - - - 3,526 69,217 -
392,975 - - - - 75,650 4,260 472,885 -
- - - - - - - - 883
143 208 327 - 8,148 - 231 9,057 558
- 322 505 - 5,557 - 505 6,889 557
- 168,820 - - - - - 168,820 -
- 2,410 - - - - - 2,410 -
65 1,067 1,517 - 12,902 - 1,076 16,627 1,111
148 16,030 - - - - 189 16,367 -
491,789 355,554 499,847 351,071 348,111 94,954 22,694 2,164,020 64,534
- - - 1,397,997 - - - 1,397,997 -
- 1,328,650 - - - - 496 1,329,146 -
661,042 - - - - 4,176,899 8,998 4,846,939 -
- - - - - - - - 2,165
- 1,375 2,152 95 23,691 - 2,156 29,469 2,375
898 1,308 2,056 - 51,157 - 1,453 56,872 3,508
4,235 69,638 98,941 - 853,993 - 65,163 1,091,970 72,487
- - - - - 17,655 - 17,655 -
12,501 39,544 56,763 - 480,308 - 40,578 629,694 51,882
- - - - - - 1,898 1,898 -
678,676 1,440,515 159,912 1,398,092 1,409,149 4,194,554 120,742 9,401,640 132,417
1,170,465 1,796,069 659,759 1,749,163 1,757,260 4,289,508 143,436 11,565,660 196,951
1,395 9,662 13,775 - 118,484 - 12,632 155,948 10,914
- - 23,024 - 30,039 - 547,770 600,833 41,682
- - - - - - 136,932 136,932 -
- - - - - - 182 182 -
- - - - - - 4,224 4,224 -
2,861,392 - - - - - - 2,861,392 -
- - - - - - 13,495 13,495 -
- - - - - - 130,377 130,377 -
- - - 381,710 - - - 381,710 -
- - - - - - 133,877 133,877 -
- (218,583) (416,460) - (1,260,368) (3,077,679) (65,385) (5,038,475) (77,956)
$ 2,861,392 "% (218,583) "$  (393,436) 1,71 1,230, ,077,67' 1472 "$  (775453) 274

- The notes to the financial statements are an integral part of this statement. -
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Commonwealth of Pennsylvania

Statement of Revenues, Expenses and Changes in Net Position

Proprietary Funds
For the Fiscal Year Ended June 30, 2018

(Amounts in thousands)

OPERATING REVENUES:
Sales and services—Note 3.........cccvvveiriiiiineennnns

OPERATING REVENUES BEFORE PROVISION
FOR UNCOLLECTIBLE ACCOUNTS

Provision for uncollectible accounts...

NET OPERATING REVENUES,

OPERATING EXPENSES:
Cost of sales and services
Depreciation and amortization.
Other...

TOTAL OPERATING EXPENSES

OPERATING INCOME (LOSS)

a NONOPERATING REVENUES (EXPENSES):

186png 8y} JO 8010 S,JO0UIBA0L)

Investment income..
Interest expense.....
Investment expense.........
Grants and other revenues
Other EXPENSES. .. .vurururuiiiiriiiiiiiii e

NONOPERATING REVENUES (EXPENSES), NET.........cc00uns

INCOME (LOSS) BEFORE TRANSFERS

TRANSFERS:
Transfers in—Note 5....
Transfers out—Note 5...

TRANSFERS, NET

INCREASE/(DECREASE) IN NET POSITION........ccocumuiannns
TOTAL NET POSITION, JULY 1, 2017 (restated)—Note 18

TOTAL NET POSITION, JUNE 30, 2018.........cccemmmssamnsnssnnnns

Enterprise Funds

State
Workers'
Unemployment Insurance State Tuition State Commonwealth Internal
Compensation Fund Lottery Payment Stores Financing Nonmajor Service
Fund (Dec. 31, 2017) Fund Fund Fund Authority Funds Total Funds

$ 2,945,455 $ 165,387 4,212,974 $ 205,717 $ 2,116,899 $ 746 $ 25,646 $ 9,672,824 $ 98,206
- - - - - 20,857 2,908 23,765 -

- 642 - - - 89 678 1,409 615

2,945,455 166,029 4,212,974 205,717 2,116,899 21,692 29,232 9,697,998 98,821

- - - - - (12,659) 184 (12,475) -

2,945,455 166,029 4,212,974 205,717 2,116,899 9,033 29,416 9,685,523 98,821
1,890,912 163,892 4,083,523 252,851 1,955,148 87,427 28,225 8,461,978 88,033

- - 4,378 - 10,489 - 21,648 36,515 12,629

- - 1,802 - - - 4,568 6,370 -

1,890,912 163,892 4,089,703 252,851 1,965,637 87,427 54,441 8,504,863 100,662
1,054,543 2,137 123,271 (47,134) 151,262 (78,394) (25,025) 1,180,660 (1,841)

15,629 80,537 2,913 148,276 2,998 12,708 9,419 272,480 1,359
(20,368) - - - - (137,665) - (158,033) (89)

- (3,738) - (2,205) - - - (5,943) -

72,784 - 336 - - - 1,279 74,399 -
(267) - - - - (15,269) (1,508) (17,044) (211)

67,778 76,799 3,249 146,071 2,998 (140,226) 9,190 165,859 1,059
1,122,321 78,936 126,520 98,937 154,260 (218,620) (15,835) 1,346,519 (782)

- - 145,700 - - 293,106 91,628 530,434 -

(3,000) - (250,907) - (187,600) (1,914,138) (9,500) (2,365,145) -

(3,000) - (105,207) - (187,600) (1,621,032) 82,128 (1,834,711) -
1,119,321 78,936 21,313 98,937 (33,340) (1,839,652) 66,293 (488,192) (782)
1,742,071 (297,519) (414,749) 282,773 (1,196,989) (1,238,027) 835,179 (287,261) (35,492)
$ 2,861,392 $ (218,583) (393,436) $ 381,710 $(1,230,329) $(3,077,679) $ 901,472 $  (775,453) $ (36,274)

- The notes to the financial statements are an integral part of this statement. -
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Comim h of P
Statement of Cash Flows
Proprietary Funds

For the Fiscal Year Ended June 30, 2018

ylvania

(Amounts in thousands)

CASH FLOWS FROM OPERATING ACTIVITIES:
Receipts from employers.
Receipts from customers and participants.....
Receipts from borrowers for fees and loan repayments.
Receipt of premiums.
Payments to programs for the elderly..............
Payments to prize winners.
Payments to participant:
Payments to claimant:
Payments to borrower
Payments for vendors, employees and other costs
Payments of grants and loan guarantees.

Other receipt:
NET CASH PROVIDED BY (USED FOR) OPERATING ACTIVITIES........ccovsursamssemssnssanssansans

CASH FLOWS FROM NON-CAPITAL FINANCING ACTIVITIES:
Net borrowings under advances from other funds.
Proceeds from other non-capital borrowings.
Principal payments on other non-capital debt.

Enterprise Funds

Interest payments on other non-capital debt
TranSfers iMoo
Transfers out.
Grants and other revenues,
Other payments for non-capital financing uses.
NET CASH PROVIDED BY (USED FOR) NON-CAPITAL FINANCING ACTIVITIES......cccuruun

CASH FLOWS FROM CAPITAL AND RELATED FINANCING ACTIVITIES:
Acquisition and construction of Capital @SSELS.........eueueirerereerererererreeresereesesesesseseeneneas

Proceeds from disposal of capital assets.
Capital lease/installment purchase payments.
Principal payments on other capital debt.........cccvvviiiiiiiiii
Interest payments on other capital debt.
Transfers in
Other receipts for capital and related financing activities....
Other payments for capital and related financing uses......
NET CASH PROVIDED BY (USED FOR) CAPITAL AND RELATED FINANCING ACTIVITIES

CASH FLOWS FROM INVESTING ACTIVITIES:
Purchase of investment:
Sales and maturities of investment:
Investment income,

NET CASH PROVIDED BY (USED FOR) INVESTING ACTIVITIES........ccoocvsemnsnnssnssanssansanns

NET INCREASE (DECREASE) IN CASH

CASH AT JULY 1, 2017

CASH AT JUNE 30, 2018 (including $467,745 included in restricted assets).......ooesrrrrsiss

State
Workers'
Unemployment Insurance State Tuition State Commonwealth Internal
Compensation Fund Lottery Payment Stores Financing Nonmajor Service
Fund (Dec. 31, 2017) Fund Fund Fund Authority Funds Total Funds
$ 3,032,624 $ 168,212 - - - % - % - $ 3,200,836 $ -
- - 4,203,880 205,717 2,117,437 - 18,776 6,545,810 73,410
- - - - - 60,159 29,117 89,276 -
- - - - - - 6,252 6,252 -
- - (955,494) - - - - (955,494) -
- - (2,715,474) - - - - (2,715,474) -
- - - (242,137) - - - (242,137) -
(1,886,927) (165,331) - - - - - (2,052,258) -
- - - - - (45,692) (20,858) (66,550) -
- (62,763) (408,883) (6,523) (1,898,441) (3,962) (24,430) (2,405,002) (61,431)
- - - - - (82,618) - (82,618) -
- 642 - - - - 29 671 615
1,145,697 (59,240) 124,029 (42,943) 218,996 (72,113) 8,886 1,323,312 12,594
- 61 - - - - - 61 -
- - - - - 2,014,949 - 2,014,949 -
(456,810) - - - - (72,205) - (529,015) -
(65,538) - - - - (135,783) - (201,321) -
- - 145,700 - - 257,855 - 403,555 -
(3,000) - (250,907) - (189,875) (1,914,138) (9,500)  (2,367,420) -
57,114 - 336 - - - 1,320 58,770 -
(267) - - - - (15,268) (4,320) (19,855) -
(468,501) 61 (104,871) - (189,875) 135,410 (12,500) (640,276) -
- - (3,450) - (3,289) - (76,108) (82,847) (15,802)
- - - - 33 - - 33 3,723
- - - - - - - - 1,415
- - - - - - (3,870) (3,870) -
- - - - - - (739) (739) -
- - - - - - 95,985 95,985 -
- - - - - - 4,606 4,606 -
- - - - - - (199) (199) -
- - (3,450) - (3,256) - 19,675 12,969 (10,664)
(19,874) (1,379,954) (1,670,345) (2,940,775) (1,471,190) - (66,087) (7,548,225) (314,785)
18,992 1,398,189 1,653,600 2,948,933 1,456,517 - 62,426 7,538,657 308,285
15,608 41,296 2,717 35,742 2,998 12,708 6,126 117,195 964
14,726 59,531 (14,028) 43,900 (11,675) 12,708 2,465 107,627 (5,536)
691,922 352 1,680 957 14,190 76,005 18,526 803,632 (3,606)
2,576,698 1,418 118 6,099 40,012 775,699 21,961 3,422,005 4,995
$ 3,268,620 $ 1,770 § 1,798 § 7,056 $ 54,202 § 851,704 § 40487 $ 4225637 $ 1,389
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Comm h of P ylvania
Statement of Cash Flows

Proprietary Funds

For the Fiscal Year Ended June 30, 2018

(Amounts in thousands)

Enterprise Funds

State
Workers'
Unemployment Insurance State Tuition State Commonwealth Internal
Compensation Fund Lottery Payment Stores Financing Nonmajor Service
Fund (Dec. 31, 2017) Fund Fund Fund Authority Funds Total Funds
RECONCILIATION OF OPERATING INCOME (LOSS) TO NET
CASH PROVIDED BY (USED FOR) OPERATING ACTIVITIES
Operating income (loss). $ 1,054,543 $ 2,137 ¢ 123271 $ (47,134) $ 151,262 $ (78,394) ¢ (25,025) $ 1,180,660 $ (1,841)
Depreciation and amortization of capital assets. - - 4,378 - 10,489 - 21,648 36,515 12,629
Amortization of other assets. - - - - - - 4,569 4,569 -
Loss from disposals of capital assets. - - - - (19) - - (19) -
Provision for uncollectible accounts - - - - - 12,659 (184) 12,475 -
Other adjustments.. - - - - - - - - (3,723)
Effect of changes in assets, liabilities, deferred outflows and deferred inflows:
Unemployment assessments reCeivable...........ccovuiriiiieriiiieniicneee e 89,841 - - - - - - 89,841 -
ACCOUNES FECRIVADIE.....cucuiiiitiiii it 159 7,030 (2,850) - 1,381 - 1,075 6,795 14
Interest on loans receivable. (1,155) - - - - 666 (39) (528) -
Loans receivable... - - - - - (8,291) 6,168 (2,123) -
Lease rental receivable. - - - - - - (414) (414) -
Other receivables - - - (6) - - - (6) -
Due from other funds. 2,819 - 4) - (824) - 3,905 5,896 (21,611)
Due from pension trust funds - - - - - - - - 470
Due from component units. 517 - - - - - - 517 61
Due from political subdivisions. (23) - - - - - - (23) 7)
Due from other government: (1,751) - - - - - 37 (1,714) -
Inventory - - - - (3,550) - - (3,550) 1,797
Prepaid expense: - - - - 3,010 - ) 3,001 -
Other current and noncurrent assets - - (1,322) - - 400 (19) (941) -
Deferred outflows. (3,238) 4,729 6,254 - 46,967 - 4,513 59,225 5,377
Accounts payable and accrued liabilities, (12,559) (302) 5,768 568 2,277 - (2,443) (6,691) 20,180
Tuition benefits payable - - - 3,466 - - - 3,466 -
Due to other funds..... (329) - (42) - 13,787 6 (164) 13,258 1,618
Due to pension trust funds..........coceevvereriininiinr s 47) - 8 - 51 - (51) (39) (147)
Due to component units. - - - - - - (25) (25) (1)
Due to political subdivisions. 2 - (1,352) - - - - (1,350) 4
Due to other government: 2,409 - - - 45 - 1 2,455 “4)
Unearned revenue - (4,205) (6,240) - - - 102 (10,343) -
Self insurance liabilities. 969 93 180 - 7,006 - (177) 8,071 (16)
Compensated absence: - (368) (215) 25 1,200 - (158) 484 144
Insurance loss liability. - (65,426) - - - - 6 (65,420) -
Other postemployment benefit liability. (355) (5,837) (8,293) 138 (71,716) - (5,167) (91,230) (6,075)
Nonexchange financial guarantee: - - - - - 841 - 841 -
Net pension liability. 12,501 (5,249) (6,655) - (39,287) - (8,761) (47,451) (4,836)
Other current and noncurrent liabilities 1) 355 - - - - (551) (197) -
Deferred inflows 1,395 7,803 11,143 - 96,917 - 10,049 127,307 8,561
Total Adjustment 91,154 (61,377) 758 4,191 67,734 6,281 33,911 142,652 14,435
NET CASH PROVIDED BY (USED FOR) OPERATING ACTIVITIES......cccocsesereeeseseseseesenens $  1,145697 $ (59,240) $ 124,029 $ (42,943) $ 218,996 $ (72,113) 3§ 8,886 $ 1,323,312 $ 12,594
NONCASH INVESTING, CAPITAL AND FINANCING ACTIVITIES:
Increase in fair value of investments during the fiscal year. $ - $ 37,854 $ - $ 109,972 § - $ - $ 3,209 $ 151,035 $ 373
Decrease in investments from changes in investment sale proceeds receivabl - (377) - (101,051) - - - (101,428) -
Increase in investments from changes in investment purchases payable.. - 7,478 - 79,019 - - - 86,497 -
Increase (decrease) in investments from changes in securities lending obligations, - 37,581 - (27,159) - - (5,107) 5,315 (593)
Decrease in investments from accretion/amortization of investment income. - (1,968) - (276) - - - (2,244) -
Decrease in investments from other investment income adjustments (net).. - (68) - (144) - - - (212) -
Increase (decrease) in investment income receivable 21 (315) 196 502 - - 81 485 22
Capital assets acquired through installment purchase: - - - - - - - - 1,415
Disposals of capital @SSets........coveririreririisireenee e - - - - (4,918) - (3,703) (8,621) (7,293)
Amortization of bond premium/discount (NEL)......c.uivviiiiiiiiiiiiiie s (33,850) - - - - (5,190) (195) (39,235) -
Transfers from other funds (accruals) - - - - - (35,251) - (35,251) -
Transfers to other funds (accruals) - - - - (2,275) - - (2,275) -
Amortization of deferred refunding loss - - - - - 220 - 220 -
Gain on bond redemption 16,398 - - - - - - 16,398 -
Internal activity elimination for capital financing activities. - - - - - - (4,541) (4,541) -

There were no other material investing, capital or financing activities that did not result in cash receipts or cash payments during the fiscal year.

- The notes to the financial statements are an integral part of this statement. -



Commonwealth of Pennsylvania
Statement of Fiduciary Net Position
Fiduciary Funds

June 30, 2018

(Amounts in thousands)

ASSETS

Cash—Note 2
Cash with fiscal agents
Temporary investments—Note 2
Long-term investments—Note 2..
Short-term funds—Note 2.......
Corporate obligations—Note 2
Collective trust funds—Note 2.
Real estate—Note 2
Alternative—Note 2.......
Securities lending collateral—Note 2
Asset-backed securities—Note 2....
Domestic equities—Note 2.........
International equities—Note 2....
International private debt securities—Note 2
International public debt securities—Note 2.........cccvvvvviiiiiiiiiiinnnns
Mortgage-backed securities—Note 2..
Private placements—Note 2...........
Repurchase agreements—NOtE 2......ccceeeeiiiiiiiiiiiiinisie e
U.S. Treasury obligations—Note 2
U.S. government agency debt securities—Note 2
Receivables (net):

Taxes—NOtE 3...ccviiiiiiiiiiiiiiiii

Interest on notes and loans
Pension contributions

Due from other funds—Note 5.... -
Due from pension trust funds—Note 5.........ccccevvviiiiiiininisisininnnns
Due from component units—Note 5..
Due from political subdivisions....
Due from other governments..
Advances to other funds—Note 5
Depreciable or amortizable capital assets:
Machinery and equipment.
Intangible assets .
Less: accumulated depreciation and amortization..............cccuee.
Net depreciable or amortizable capital assets....
Other assets
TOTAL ASSETS

DEFERRED OUTFLOWS OF RESOURCES
TOTAL DEFERRED OUTFLOWS OF RESOURCES—Note 3.....

LIABILITIES

Liabilities
Accounts payable and accrued liabilities...
Investment purchases payable...
Securities lending obligations..
Due to other funds—Note 5....
Due to pension trust funds—Note 5
Due to political subdivisions.......
Due to other governments
Interest payable..................
Other postemployment benefit liability..
Net pension liability....
Other [iabilities. .......ooviurriiiiiiiiireiee e

TOTAL LIABILITIES

DEFERRED INFLOWS OF RESOURCES
TOTAL DEFERRED INFLOWS OF RESOURCES—Note 3........

NET POSITION

Restricted and held in trust for:
Pension beNefitS..........ccureeeriiiiiiriien e
Postemployment healthcare benefits
Employee salary deferrals............
INVEST Program participants....
Tuition Account Investment Program participa

TOTAL NET POSITION

Pension (and
Other Employee
Benefit) Trust

Funds

Investment
Trust
Fund

for Local
Governments

INVEST Program

Private Purpose
Trust Agency

(December 31, 2017) Funds Funds

259,276

93,584
575,838
7,242,816
3,051,438
14,693,054
7,243,366
17,700,237
3,393,086
1,880,324
23,750,443
7,354,825
10,127
611,712
1,030,972
456,892
146,404
3,357,321
126,426

253,074
1,012
1,587,869
655,140
32,169
18,403
3,745
97,786
45,185
32,073

12,984
42,286
(31,840)

$ 582

712,622

$ 4,137 $ 15,108
- 16,932

3,361 781,747
2,774,890 2,488,880

- 65,431
294 27,579
5 10,249

23,430

- 3,908,809

95,728,027

726,805

2,782,687 $ 7,382,236

14,345

166,827
1,303,077
3,420,220
513

1,460

76,300
60,166
643,233

1,822 $ 157,064
251 16,395
359 27,975

192 489,407
8

6,691,387

5,671,796

2624 $7,382,236_

11,272

85,775,515
788,459
3,495,330

712,844

2,730,654
49,409

$

90,059,304

$ 712,844

$ 2,780,063

- The notes to the financial statements are an integral part of this statement. -
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Commonwealth of Pennsylvania

Statement of Changes in Fiduciary Net Position

Fiduciary Funds

For the Fiscal Year Ended June 30, 2018

(Amounts in thousands)

ADDITIONS:
Contributions:
Pension:

0] (0T RN
L ] o) (0T PP

Transfer in from other

plans

Total coNtribULIONS.....ccvvveieire e e re s

Investment income:
Net increase in
fair value of investmen

ESeiei

Interest income
Dividend income

Rental and other income
Total investment activity income

Less: investment expenses

Investment activity expense

Net investment arnings.......cuuuveiiiiieiiiniiin e eneeee

Securities lending activiti

ies:

g Telo] 3 =TSSP

Expenses

Total securities lending income
Total net investment income

Share transactions (at net asset value

of $1.00 per share):

Shares issued in lieu of cash distributions
med (net)....cccceeev....

Shares purchased/redee

Net increase in net position from share transactions...................
TOTAL ADDITIONS......cccuimmmmmunmmmnmsssmmnssssmnnssssmnssssssnsnsssnnnnsssnnnnsns

DEDUCTIONS:

Benefit paymeNts. .......ceeieiiiiiieie e
Refunds of contributions............oeeeveenn.

Transfers to other plans
Administrative expenses
Other expenses.............

Distributions to participants
TOTAL DEDUCTIONS

CHANGE IN PLAN NET POSITION HELD IN TRUST FOR:
Pension benefits.......vviiiiiiiiiiiiiciierr

Postemployment healthcare benefits

Employee salary deferra

Is

TOTAL CHANGE IN PLAN NET POSITION HELD IN TRUST...

Net position, July 1, 2017 (restated)—Note 18.......cccorrmmnirrnnnns

Net position, June 30,

Commonwealth of
Www.pa.gov

2018......cccciiimnnnnes

Investment Trust

Fund
Pension (and INVEST Program
Other Employee for Local Private Purpose
Benefit) Trust Governments Trust
Funds (December 31, 2017) Funds
$ 6,997,608 $ - $ -
1,904,987 - -
120,893 - -
9,023,488 - -
7,795,002 - 105,272
440,347 8,171 70,524
591,910 - -
952,866 - -
9,780,125 8,171 175,796
(606,423) (826) -
9,173,702 7,345 175,796
43,408 - -
(26,527) - -
16,881 - -
9,190,583 7,345 175,796
- 6,078 -
- 55,611 162,146
- 61,689 162,146
18,214,071 69,034 337,942
11,211,639 - -
35,501 - -
136,725 - -
123,854 - 7,181
4,224 - 2,233
- 7,345 -
11,511,943 7,345 9,414
6,312,366 - -
60,754 - -
329,008 - -
- 61,689 -
- - 328,809
- - (281)
6,702,128 61,689 328,528
83,357,176 651,155 2,451,535
$ 90,059,304 $ 712,844 $ 2,780,063

- The notes to the financial statements are an integral part of this statement. -
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Commonwealth of Pennsylvania
Statement of Net Position
Discretely Presented Component Units
June 30, 2018

(Amounts in thousands)

ASSETS
Current assets:
Cash—Note 16
Temporary investments—Note 16
Receivables (net):
Accounts
Investment income.
Interest on notes and 0ans..........ccceviiniiniiniicinie e,
Loans—Note 16

Due from primary government—Note 5..
Due from component units—Note 5.
Due from Federal government
Due from political subdivisions.
Inventory.
Prepaid XPENSES........uviviireiiriereesresre st
Other assets

Total current assets

Noncurrent assets:
Restricted cash
Long-term investments—Note 16.
Receivables (net):

Loans—Note 16
Due from primary government—Note 5..
Non-depreciable capital assets—Note 16

Construction in progress.
Depreciable or amortizable capital assets—Note 16
Land improvements.
Buildings and building improvements...
Machinery and equipment...
Turnpike infrastructure..
Library books
Other capital assets...
Intangible assets....
Less: accumulated depreciation and amortization..
Net depreciable or amortizable capital assets.

Other assets...
Total noncurrent assets ...

TOTAL ASSETS

DEFERRED OUTFLOWS OF RESOURCES
TOTAL DEFERRED OUTFLOWS OF RESOURCES—Note 16

Pennsylvania Nonmajor
Pennsylvania Pennsylvania Higher Pennsylvania Discretely
Turnpike Housing Education Infrastructure State System Presented
Commission Finance Assistance Investment of Higher Component
(May 31, 2018) Agency Agency Authority Education Units Total
$ 1,116,007 654,495 35,224 134,470 204,532 25,598 2,170,326
279,504 2,824 714,451 1,452,152 651,446 363,572 3,463,949
68,321 - 48,241 4,737 94,886 3,941 220,126
4,505 1,922 315 686 - 130 7,558
- 19,140 94,270 - - 982 114,392
- 102,145 752,702 163,965 8,969 52,976 1,080,757
- - - - 49,136 14,119 63,255
16,957 - 3 15 259 - 17,234
- 295 - 122 - - 417
- - 14,779 - - 50 14,829
184 - - - - - 184
17,396 - - - 6,000 825 24,221
- - 10,340 - 15,938 2,677 28,955
- 24,095 69,539 - 22,324 - 115,958
1,502,874 804,916 1,739,864 1,756,147 1,053,490 464,870 7,322,161
- - - - 25 3,934 3,959
708,304 268,917 - - 1,133,280 27,518 2,138,019
- 3,188,157 3,822,546 2,370,903 31,145 277,428 9,690,179
- - - 15,000 - - 15,000
380,837 2,454 8,038 - 32,513 1,155 424,997
1,517,692 10,974 - - 148,117 9,285 1,686,068
124,960 - - - 315,468 3,095 443,523
980,744 32,091 76,016 - 3,860,919 779,009 5,728,779
621,430 10,367 44,291 - 575,355 189,742 1,441,185
8,809,493 - - - - - 8,809,493
- - - - 79,502 364 79,866
- - - - - 1 1
- - 74,590 - - - 74,590
(6,418,160) (15,298) (111,910) - (2,028,180) (378,033) (8,951,581)
4,118,467 27,160 82,987 - 2,803,064 594,178 7,625,856
168,267 31,424 - - 151,133 4,826 355,650
6,893,567 3,529,086 3,913,571 2,385,903 4,299,277 918,324 21,939,728
8,396,441 4,334,002 5,653,435 4,142,050 5,352,767 1,383,194 29,261,889
533,478 32,978 83,324 1,178 214,403 18,076 883,437
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Commonwealth of Pennsylvania
Statement of Net Position
Discretely Presented Component Units
June 30, 2018

(Amounts in thousands)

LIABILITIES
Current liabilities:
Accounts payable and accrued liabilities..........ccocereveriiiininnnns
Securities lending obligations...........ccooceiiiiniiiiiieies
Due to primary government—Note 5...
Due to component units—Note 5
Due to other governments.........ccceveeeiiernereeneesese e
Interest payable.
Unearned revenue....
Notes payable—Note 16
Bonds payable—Note 16.
Revenue bonds payable—Note 16...
Capital lease/installment purchase obligations.
Self insurance liabilities...
Compensated absences...
Other financing obligations—Note 16.
Other postemployment benefit liability—Note 16.
Other liabilities
Total current liabilities.........cccoviiiiiiiiniiiii,

Non-current liabilities:
Due to primary government—Note 5........cccoceviiiieiiiinnienniiennns
Unearned reVenUE.........covverinininisess s
Student loan auction rate security bonds payable—Note 16......
Notes payable—Note 16........cceverieereiiiniiniese e
Bonds payable—Note 16
Revenue bonds payable—Note 16...
Capital lease/installment purchase obligations...........ccccucueiinens
Other financing obligations—Note 16..
Compensated absences.
Self insurance liabilities.......covviviivininiiis e
Other postemployment benefit liability—Note 16....

Net pension liability—Note 9, 16
Other liabilities

Total non-current liabilities..
TOTAL LIABILITIES

DEFERRED INFLOWS OF RESOURCES
TOTAL DEFERRED INFLOWS OF RESOURCES—Note 16

NET POSITION
Net investment in capital assets..........cceriiiniieniiiniiin s
Restricted for:

Capital ProJECES. ....covviiiiieeiiiie it e
Debt service
Economic development.
Higher education.
Other purposes...
Unrestricted... ..o,
TOTAL NET POSITION

Pennsylvania Nonmajor
Pennsylvania Pennsylvania Higher Pennsylvania Discretely
Turnpike Housing Education Infrastructure State System Presented
Commission Finance Assistance Investment of Higher Component
(May 31, 2018) Agency Agency Authority Education Units Total
$ 215390 $ 4869 $ 148,344 ¢ 1,031 ¢ 204,674 12,229 586,537
- - - 8,936 - 260 9,196
- - - 13,468 84 14,812 28,364
- 122 - 296 - - 418
- - - 1,732 - 2 1,734
262,734 23,486 5,709 - 7,856 3,079 302,864
74,627 - 54 - 72,527 2,770 149,978
- 1,000 240,000 50,371 - - 291,371
- - - 6,260 74,270 - 80,530
356,030 120,282 - - - 25,615 501,927
- - - - 4,075 105 4,180
4,259 - - - 4,630 - 8,889
8,731 - - 101 11,401 543 20,776
- - 4,230 - - 78 4,308
- - - 119 59,098 306 59,523
- 119,635 69,539 - 236,819 35 426,028
921,771 269,394 467,876 82,314 675,434 59,834 2,476,623
- - - 152,851 - - 152,851
731 - - - 2,030 - 2,761
- - 11,100 - - - 11,100
- 24,750 4,097,679 - 318,474 - 4,440,903
- - - - 1,863,234 - 1,863,234
12,956,241 2,864,823 - 117,978 - 137,428 16,076,470
- - - - 66,727 115 66,842
- - 21,377 - - 2,632 24,009
7,143 - 23,255 430 114,800 2,593 148,221
35,203 - - - 17,818 - 53,021
- 83,656 357,062 7,780 2,265,515 49,431 2,763,444
329,112 21,220 413,878 6,105 937,757 27,677 1,735,749
154,550 316,474 - - 94,998 145 566,167
13,482,980 3,310,923 4,924,351 285,144 5,681,353 220,021 27,904,772
14,404,751 3,580,317 5,392,227 367,458 6,356,787 279,855 30,381,395
163,930 36,265 123,016 1,167 269,383 7,285 601,046
(250,112) 1,588 91,025 - 798,665 600,488 1,241,654
260,524 - - 3,774,603 37,405 - 4,072,532
43,954 145,215 341,848 - - 54,694 585,711
- - - - - 105,628 105,628
- - 33,035 - 523,895 - 556,930
- 603,595 - - - 26,642 630,237
(5,693,128) - (244,392) - (2,418,965) 326,678 (8,029,807)
$ (5,638,762) $ 750,398 $ 221,516 $ 3,774,603  $ (1,059,000) 1,114,130 (837,115)

- The notes to the financial statements are an integral part of this statement. -
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Commonwealth of Pennsylvania
Statement of Activities

Discretely Presented Component Units
For the Fiscal Year Ended June 30, 2018

(Amounts in thousands) Pennsylvania Nonmajor
Pennsylvania Pennsylvania Higher Pennsylvania Discretely
Turnpike Housing Education Infrastructure  State System Presented
Commission Finance Assistance Investment of Higher Component
(May 31, 2018) Agency Agency Authority Education Units Total
EXPENSES. ....ciiiiiiiiiii e $ 1,890,280 $ 603,415 $ 1,076,629 $ 76,243 % 2,418910 $ 182,630 6,248,107
Program revenues:
Charges for sales and SErViCES..........vvvvrrrrirrreererrrinre e s reesnnnnnnns 1,201,274 167,325 642,572 36,407 1,438,961 67,947 3,554,486
Operating grants and contributions 41,112 456,687 351,209 80,953 953,524 81,744 1,965,229
Capital grants and contributions............ceevivieveeiniicnn e 207,804 - - 84,508 33,144 22,550 348,006
Total program reVeNUES.....uuuueerssssssssssssssssssssssssssssnnnnnnnnnns 1,450,190 624,012 993,781 201,868 2,425,629 172,241 5,867,721
Change in net position......cccummmmmmmmmmmmsmsssssssssssseessseseeenns (440,090) 20,597 (82,848) 125,625 6,719 (10,389) (380,386)
Net position, July 1, 2017 (restated)—Note 16, 18........... (5,198,672) 729,801 304,364 3,648,978 (1,065,719) 1,124,519 (456,729)
Net position, June 30, 2018.........ccuummmmmmmmmmmmmmmmmsmsssnsssnsnnnns $ (5,638,762) $ 750,398 $ 221,516 $ 3,774,603 ¢ (1,059,000) $ 1,114,130 (837,115)

- The notes to the financial statements are an integral part of this statement. -
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NOTES TO THE FINANCIAL STATEMENTS (amounts in thousands) June 30, 2018

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Basis of Presentation

The basic financial statements of the Commonwealth of Pennsylvania (the Commonwealth) have been prepared in accordance
with accounting principles generally accepted in the United States applicable to governments. The Governmental Accounting
Standards Board (GASB) establishes accounting and financial reporting requirements for governments. There may be rounding
differences between amounts reported in the basic financial statements section and amounts reported in other sections of the
Comprehensive Annual Financial Report (CAFR). Also note, all amounts in the CAFR are stated in thousands unless otherwise
indicated.

Government-wide Financial Statements

Government-wide financial statements report the financial position and results of activities for the Commonwealth as a whole,
except for its fiduciary activities. Separate columns are presented for governmental and business-type activities within the
primary government (PG) and discretely presented component units (DPCU). The statement of net position reports all assets,
deferred outflows of resources, liabilities and deferred inflows of resources for the primary government of the Commonwealth.
The statement of activities reports the total cost of providing governmental services, by function, net of related program
revenues; and after including general revenues, reports whether the total net position of the government increased or
decreased during the fiscal year ended June 30, 2018. The government-wide financial statements do not include any fiduciary
fund assets, liabilities or activities for the primary government or component units (CU) that are fiduciary in nature because
they are held for the benefit of others and are not available to address activities or obligations of the PG. Governmental
activities within government-wide financial statements include specific balances and transactions related to internal service
funds that are reported as proprietary funds in fund financial statements. Business-type activities include information for all
enterprise funds and two blended CUs.

Financial Reporting Entity

The basic financial statements include all funds of the PG, which for reporting purposes represents the Commonwealth, as well
as the CUs determined to be included in the Commonwealth’s financial reporting entity. A fund is a self-balancing set of
accounts, segregated for specific purposes. A CU is a legally separate organization, the activity of which must be included in the
Commonwealth’s reporting entity.

The basic financial statements include the government-wide financial statements and fund financial statements. The fund
financial statements present governmental, proprietary and fiduciary financial statements. Reconciliation between the
governmental fund financial statements and the governmental activities column of the government-wide financial statements
is presented since a different measurement focus and basis of accounting is used. The reconciliation explains the adjustments
required to convert the fund-level financial statements to the government-wide financial statements.

School districts, local governments, counties and numerous authorities are considered separate, stand-alone primary
governments or organizations. Although these organizations may receive significant PG operating and/or capital subsidies, they
have been excluded from the financial reporting entity because they are governed by popularly-elected officials or appointees
and are not fiscally dependent on the PG. The PG provides significant subsidies and appoints a portion, but not a voting majority,
of the governing boards at the following four universities (commonly referred to as state related): Pennsylvania State
University, University of Pittsburgh, Lincoln University and Temple University. However, given the absence of PG appointment
of a governing board voting majority and the lack of fiscal dependency, these universities are excluded from the financial
reporting entity.

Primary Government
For financial reporting purposes, the Commonwealth is a primary government. The PG includes all publicly elected members

of the executive, legislative, and judicial branches of the Commonwealth. The PG also includes all Commonwealth
departments, agencies, boards, and organizations that are not legally separate.
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NOTES TO THE FINANCIAL STATEMENTS (amounts in thousands) June 30, 2018

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)
Component Units

CUs are legally separate organizations for which the Commonwealth is either financially accountable or the nature and
significance of their relationship with the Commonwealth is such that exclusion would cause the Commonwealth’s financial
statements to be misleading or incomplete. CUs are reported either discretely as an aggregated separate column in the
government-wide financial statements or blended in both the government-wide and fund financial statements as if they were
funds of the PG. The decision to include and how to report a CU in the Commonwealth’s reporting entity is based on several
criteria, including legal standing, debt responsibility, fiscal dependency, and financial accountability. The Commonwealth
reports nineteen CUs, fifteen of which are reported as DPCUs, two as CU fiduciary funds and two as blended CUs. The financial
information for the DPCUs reported in the aggregate in the government-wide financial statements are presented separately in
the combining financial statements section of the CAFR. CUs classified as fiduciary funds are aggregated in the pension (and
other employee benefit) trust funds column in the fund financial statements.

More detailed information for the individual CUs is available from the CUs’ separately issued financial statements available by
writing to the Commonwealth’s Chief Accounting Officer, 555 Walnut Street, Ninth Floor, Harrisburg, PA 17101-1921. The
following paragraphs are a brief description of the Commonwealth’s CUs. Note 16 and the combining financial statements
contain additional DPCU information.

Blended Component Units

A blended CU is an entity that functions as an integral part of the PG and as a result the entity’s financial data is blended with
the financial data of the PG. The following two entities are reported as blended CUs because the total debt of the CUs are
expected to be repaid entirely or almost entirely with resources of the PG.

Commonwealth Financing Authority (CFA) - The CFA administers and funds economic stimulus programs. The programs offer
financial assistance through loans, grants, guarantees, sales, leases, investments, lines and letters of credit, and other
authorized financial arrangements. The CFA is authorized to issue limited obligation revenue bonds and other types of limited
obligation revenue financing. The PG appoints all seven voting members of the Board of Directors, four by appointment, whom
may be removed at will, and three ex-officio board members, the Secretary of Community and Economic Development,
Secretary of the Budget, and Secretary of Banking. A Service Agreement entered into by the CFA and the Department of
Community and Economic Development (DCED), a PG agency, in 2005 states that the DCED shall request annual appropriations
from the General Assembly in amounts necessary to pay the debt service requirements of the CFA. CFA’s total debt outstanding
is expected to be repaid entirely or almost entirely with resources of the PG.

Philadelphia Regional Port Authority (PRPA) - The PRPA operates a port facility and manages port-related activities to promote
commerce and economic development in southeastern Pennsylvania. The PRPA charges rental and other fees to port users
and obtains funding from the PG. The PRPA also issues revenue bonds to finance its activities. The Governor must approve
the issuance of its debt. The PG appoints all eleven voting board members and can remove board members at will. The PG
provides operating and capital subsidies and pays rent in amounts equal to PRPA debt service requirements. The PRPA’s total
debt outstanding is expected to be repaid entirely or almost entirely with resources of the PG.

Fiduciary Fund Component Units

A fiduciary fund CU is an entity that functions as an integral part of the PG but because the funds are held for the benefit of
others and are not available to address activities or obligations of the PG, they are reported separately throughout this financial
report.

State Employees’ Retirement System (SERS) - The SERS is a public employee retirement system that provides pension benefits
to Commonwealth employees. The PG appoints all voting board members and, on a very limited basis, imposes its will on the
SERS. The PG makes essentially all employer contributions to the SERS; PG employees make almost all of the employee
contributions to the SERS (virtually all PG employees are required to join the SERS). The PG is responsible for substantially all
of the SERS pension obligations. The SERS provides services and benefits almost exclusively to the PG. The SERS administers
both a defined benefit plan and a deferred compensation plan. The defined benefit plan is funded through a combination of
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NOTES TO THE FINANCIAL STATEMENTS (amounts in thousands) June 30, 2018

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

employee contributions, employer contributions and investment earnings. The deferred compensation plan is funded by
voluntary employee contributions and investment earnings. The SERS is reported for its fiscal year ended December 31, 2017.

Public School Employees’ Retirement System (PSERS) - The PSERS was created to administer and provide pension benefits to
public school employees in Pennsylvania. The PSERS covers almost all such employees. Covered elementary and secondary
school employers make employer contributions, with the PG reimbursing each employer at least half their required annual
contribution. Employer contributions for covered employees of higher education institutions and state-owned schools are
shared equally by covered employers and the PG; all covered public school employees also contribute. The PG appoints eight
of fifteen voting board members; the seven other members are appointed by active or retired public school employees or are
appointed by public school boards. In addition to making significant contributions as a governmental nonemployer contributing
entity for the PSERS plan, the PG guarantees the payment of all annuities and other pension benefits. This represents a
compelling PG financial burden.

Discretely Presented Component Units

DPCUs are legally separate organizations for which the elected officials of the PG are financially accountable. In addition, DPCUs
can be other organizations of which the nature and significance of their relationship with the PG is such that exclusion of these
organizations from the PG’s financial statements would be misleading. DPCUs do not function as an integral part of the PG and
therefore are presented in separate (discrete) columns.

Pennsylvania Turnpike Commission (PTC) - The PTC was created to construct, maintain, and operate a turnpike system in the
Commonwealth. Activities are financed through user tolls and the issuance of revenue bonds. Debt service payments are
funded through user tolls. The PTC works closely with the Department of Transportation. The PG appoints all voting board
members. When all the PTC bondholders have been satisfied, the PTC assets revert to the Department of Transportation,
which represents a financial benefit to the PG. The Governor must approve the issuance of all PTC debt, by which the PG can
impose its will. The PG is not obligated for all PTC debt, but the PG could take certain actions to satisfy bondholders. As further
disclosed in Note 14 to the Financial Statements, the Commonwealth is contingently liable for $980,241 of PTC debt at fiscal
year-end. The PTC is reported for its fiscal year ended May 31, 2018.

Pennsylvania Housing Finance Agency (PHFA) - The PHFA makes loans to eligible individuals and organizations to purchase or
construct housing. The loans benefit older adults, persons with disabilities, and low- and moderate-income individuals and
families. The PG appoints all voting board members. The Secretary of Banking, the Secretary of Community and Economic
Development, the Secretary of Human Services, and the State Treasurer serve as ex-officio members. The Governor is required
to request an appropriation from the General Assembly for the PHFA whenever a deficiency exists in the capital reserve account
or if additional funds are needed to avoid a default on the PHFA debt. This moral obligation represents a financial burden to
the PG. The PHFA is fiscally dependent on the PG, as the Governor must approve the issuance of its debt.

Pennsylvania Higher Education Assistance Agency (PHEAA) - The PHEAA makes grants and loans to students to help fund the
cost of higher education. Through June 30, 2018, lending institutions and post-secondary schools were involved in the loan
program. The PG funds the PHEAA grant program; the PHEAA issues revenue bonds to fund the student loan program. Revenue
bonds are repaid from student loan repayments. The PHEAA also services student loan portfolios for lending institutions and
the federal government. The PG appoints all twenty voting board members. A significant PG financial burden exists through
subsidizing the PHEAA grant program; also, although the PG is not obligated for the PHEAA revenue bonds, the PG could take
certain actions to satisfy bondholders. The PHEAA is fiscally dependent, as the Governor must approve the issuance of its debt.

Pennsylvania Infrastructure Investment Authority (PENNVEST) - The PENNVEST makes grants and low-interest loans to local
governments and authorities, businesses, and nonprofit organizations for the construction, improvement, repair or
rehabilitation of drinking and waste water systems. The PENNVEST obtains funds through Commonwealth general obligation
bond proceeds (approved by referendum), revenue bonds, the federal government, and contributed amounts from
Commonwealth funds. Loan repayments finance the PENNVEST debt service costs. The PENNVEST operates closely with the
Department of Environmental Protection. The PG appoints all voting board members. By issuing general obligation debt and
providing the proceeds to PENNVEST as capital contributions, a significant financial burden exists. The PG is not obligated for
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NOTES TO THE FINANCIAL STATEMENTS (amounts in thousands) June 30, 2018

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

the PENNVEST debt, but the PG could take certain actions to satisfy bondholders. Upon dissolution, the assets of the PENNVEST
revert to the Commonwealth.

State System of Higher Education (SSHE) - The SSHE was created to provide instruction for postsecondary students. The SSHE
is composed of fourteen universities and an administrative headquarters. Resources are provided by student tuition, grants,
and PG subsidies. The PG appoints all twenty voting board members, which in turn appoint the university presidents and
chancellor. Five of the appointments must be trustees of universities; three must be students. The PG provides significant
operating and capital subsidies to the SSHE which creates a significant financial burden. The PG is not obligated for the SSHE
debt, but the PG could take certain actions to satisfy bondholders.

State Public School Building Authority (SPSBA) and Pennsylvania Higher Educational Facilities Authority (PHEFA) - The SPSBA
and the PHEFA issue limited obligation revenue bonds, the proceeds of which are used to finance the construction of facilities
for school districts and public/private colleges and universities. Neither the PG nor the Authorities are obligated for debt service
payments, these bonds are repaid solely from lease/loan payments from the schools. All nine voting members of the SPSBA
and the PHEFA governing boards are PG’s high ranking officials being ex-officio board members by virtue of their position. The
PG’s Department of Education approves the SPSBA’s projects, which indicates imposition of will.

Ben Franklin Technology Development Authority (BFTDA) — The BFTDA encourages and coordinates programs and investments
which advance the competitiveness of Commonwealth companies in the global economy. The BFTDA, staffed by the
Department of Community and Economic Development (DCED), provides vital seed capital, technology commercialization and
entrepreneurial support services to the technology sector of the Commonwealth’s economy. The PG appoints all twenty-one
voting members of the governing board. The PG also provides funding on an annual basis, which is a financial burden to the
PG.

Port of Pittsburgh Commission (PPC) - The PPC promotes economic development throughout waterways in southwestern
Pennsylvania by constructing and/or financing transportation and recreation facilities. The PG appoints all fifteen voting
members of the governing board and can impose its will by removing board members at will. The PG provides funding for the
PPC, but is not required to do so.

Philadelphia Shipyard Development Corporation (PSDC) - The PSDC was created as a nonprofit corporation to assist the PG and
other governmental entities in financing a shipbuilding facility at the former Philadelphia Naval Shipyard. The PG appoints the
majority of the governing board by appointing three of five voting board members. The PG also provides a significant portion
of funding for the PSDC, which is a financial burden to the PG. The PSDC obtains funding from the PG and a variety of other
governmental sources to fund development, construction, and job recruitment and training costs. The PSDC is reported for its
fiscal year ended December 31, 2017.

Pennsylvania Industrial Development Authority (PIDA) - The PIDA was created to provide employment opportunities throughout
the Commonwealth by attracting businesses and investors to the Commonwealth and retaining existing businesses. The PIDA
provides low interest rate loans to prospective and existing businesses focusing on areas of the Commonwealth where
unemployment rates are the highest. Loans are made at lower-than-market interest rates; the interest rates are based on local
unemployment and other economic conditions. The PIDA issues revenue bonds to finance the loan program. Loan repayments
are used for debt service payments. The PIDA works closely with the Department of Community and Economic Development.
The PG appoints all voting board members. The PG has provided capital contributions and “excess” PIDA funds are transferred
to the General Fund, which represents a financial burden and benefit to the PG. The PG is not obligated for the PIDA debt, but
the PG could take certain actions to satisfy bondholders.

Thaddeus Stevens College of Technology (TSCT) - The TSCT is governed by a Board of Directors that is a body politic and
corporate constituting a public corporation, making the TSCT an entity legally separate from the PG. The Governor, with the
advice of the Senate, appoints nine of the ten voting Board members, and the Secretary of Education serves as an ex-officio
member. The PG has some ability to influence the structure and/or content of the TSCT’s budget through overview of the
Department of Education. The TSCT presents a financial burden to the PG, as the PG appropriates funds for TSCT operations.
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NOTES TO THE FINANCIAL STATEMENTS (amounts in thousands) June 30, 2018

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

Pennsylvania Convention Center Authority (PCCA) - The PCCA was created to operate the Pennsylvania Convention Center
located in the City of Philadelphia. The PG may impose its will because it has final approval authority over the PCCA operating
and capital budgets and the PCCA may not incur debt without the prior written approval of the PG. The PG financed a portion
of the PCCA facility in prior fiscal years and during the fiscal year ended June 30, 2018 as well as paying other periodic amounts
to the PCCA, thus there is a financial burden on the PG.

Pennsylvania Economic Development Financing Authority (PEDFA) - The PEDFA was created to lend money primarily to
businesses to promote economic development in the Commonwealth. The PEDFA issues revenue bonds to fund specific
projects and repayments are derived solely from project revenues. The debt is considered non-recourse, as the PEDFA is not
obligated to bondholders beyond amounts received by the Authority from the funded projects. Financial statement
information for the PEDFA is not reported because the majority of the activity involves conduit debt. The PG appoints eleven
of the sixteen board members and five members are ex-officio. The PG is not obligated for the PEDFA debt, but the PG could
take certain actions to satisfy bondholders. Upon dissolution, the assets of PEDFA revert to the Commonwealth. Although the
PEDFA issues only conduit debt and therefore there is no direct financial benefit or burden attributable to the PG, the ultimate
purpose of the PEDFA is to benefit the PG by supporting and growing the tax base of the PG through economic development
loans. Therefore because the PG is the ultimate beneficiary of the growing tax base, provides all management and
administrative services to the PEDFA, as well as appoints the entire board, it would be misleading to exclude the PEDFA from
the CAFR.

Pennsylvania Energy Development Authority (PEDA) - The PEDA was created to promote the development of energy sources
within the Commonwealth. PEDA has two distinct functions: (1) the issuance of non-recourse debt and (2) the management
of the Energy Development Fund. The Energy Development Fund is reported as an activity of the PEDA. The non-recourse
debt that was previously issued by PEDA has been satisfied. The PG appoints thirteen of the nineteen board members and six
members are ex-officio. The Governor must approve the issuance of PEDA debt. By legislative authority, the PEDA is required
to take action to deposit excess moneys into the Commonwealth’s General Fund and the PEDA may requisition moneys in the
amounts necessary to pay administrative costs, which results in a financial benefit and burden to the PG.

Related Organizations

Related organizations are legally separate, fiscally independent entities for which the Commonwealth appoints a voting
majority of the board, but the Commonwealth is not financially accountable for the entity.

The Philadelphia Parking Authority (Authority) is financially reported as a DPCU unit in the City of Philadelphia’s financial
reporting entity. Act 22 of 2001 provided, in part, for the Commonwealth to appoint a voting majority of the Authority’s
governing board.

The Philadelphia School District (School District) is financially reported as a DPCU in the City of Philadelphia’s (City) financial
reporting entity. During 2001, the General Assembly passed Senate Bill 640 amending Act 46 of 1999, providing for several
changes to the Public School Code. Among other things, the changes provide for the Commonwealth to appoint a voting
majority of the School Reform Commission that now governs the School District. Despite these changes, the School District
remains fiscally dependent on the City.

Patient Safety Authority is charged with taking steps to reduce and eliminate medical errors by identifying problems and
recommending solutions that promote patient safety in hospitals, ambulatory surgical facilities, and birthing centers. The PG
appoints all eleven members of the Board; the Pennsylvania Physician General, who serves as the Board chair, six members
appointed by the Governor representing specific professional occupations, and four members appointed by the General
Assembly. Although the Pennsylvania Department of Health approves the recommendations that will be adopted, the approval
is not substantive.

Insurance Fraud Prevention Authority (IFPA) assists in the prevention, discovery, investigation, and prosecution of insurance
fraud. The IFPA is funded through assessments paid by the insurance industry and through certain criminal and civil fines,
penalties, and awards. The PG appoints six of seven voting members of the IFPA governing board; the Attorney General serves

Commonwealth of Pennsylvania 72 Governor's Office of the Budget
WWWw.pa.gov www.budget.pa.gov
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NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

ex-officio as one of these six members. Through a contract (exchange transaction) a significant portion of IFPA expenditures
funds the Section on Insurance Fraud in the Office of Attorney General.

Joint Venture

A joint venture is a legal entity that results from a contractual arrangement owned, operated, or governed by two or more
participants as a separate and specific activity subject to joint control, in which the participants retain an ongoing financial
interest or responsibility. Joint control means no single participant has the ability to unilaterally control the financial or
operating policies of the joint venture. The purpose of a joint venture is to pool resources and share the costs, risks, and rewards
of providing goods or services. The Pennsylvania Employees Benefit Trust Fund is the only joint venture in which the
Commonwealth participates.

The Pennsylvania Employees Benefit Trust Fund (PEBTF) was created by the Commonwealth, through its Office of
Administration, using a contractual agreement with various Commonwealth employee labor unions. The PEBTF establishes
and provides active Commonwealth employee healthcare benefits and is the Commonwealth’s third-party administrator for
the Commonwealth’s retiree healthcare programs. A governing board administers the PEBTF; one-half of the board is
appointed by the Commonwealth and one-half is appointed by the various unions. Neither the Commonwealth nor the unions
control the governing board or the PEBTF; administration is jointly and equally shared. The Commonwealth and certain of its
employees pay for the cost of providing benefits. Contribution amounts are based on the terms contained in collective
bargaining agreements. Employee unions are not financially responsible for making contributions. Neither the Commonwealth
nor the employee unions have an equity interest or any ongoing financial interest in the PEBTF. Aside from its obligation to
make periodic, established contributions, the Commonwealth is not responsible for any obligations of the PEBTF.

Primary Government — Fund Structure

Fund Accounting: In governmental accounting, a fund is defined as an independent fiscal and accounting entity, with a self-
balancing set of accounts, recording cash and/or other resources together with all related liabilities and equities. The purpose
of a fund is for carrying on specific activities or attaining certain objectives in accordance with the fund’s special regulations,
restrictions or limitations. In the Commonwealth, funds are established by legislative enactment or, in certain rare cases, by
administrative action.

The Commonwealth transactions are recorded in three fund types: governmental, proprietary and fiduciary funds. In addition,
within each fund type there are various categories of funds. The governmental funds include two funds that qualify as major
funds and the proprietary funds include six funds that qualify as major funds. Major funds are displayed in bold print in the
Notes to the Financial Statements.

Governmental Funds

Governmental funds focus on the sources and uses of funds. Included in the governmental fund financial statements are
general, special revenue, debt service, and capital projects funds.

The General Fund is the Commonwealth’s main operating fund. The General Fund accounts for all financial resources except
those required to be accounted for in another fund.

Special revenue funds account for and report the proceeds of specific revenue sources that are restricted or committed to
expenditure for specific purposes other than debt service or capital projects. The Motor License Fund, one of several special
revenue funds, is the only special revenue fund reported as a major fund.

The Motor License Fund, a major fund, receives revenues from liquid fuels taxes, licenses and fees on motor vehicle
registrations and operating privileges, aviation fuel taxes, federal aid for highway and aviation purposes, contributions from
local subdivisions for highway projects, and other miscellaneous highway revenues. The Motor License Fund makes
expenditures for highway and bridge improvement, design, maintenance, and purchases of rights-of-way, as well as aviation
activities and transportation licensing and safety activities. It also finances State Police highway patrol operations and pays
subsidies to local subdivisions for construction and maintenance of roads.
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Debt service funds account for and report financial resources that are restricted, committed or assigned to expenditure for
principal and interest. There are no major debt service funds.

Capital projects funds account for and report financial resources that are restricted, committed or assigned to expenditure for
capital outlays, including the acquisition or construction of capital facilities and other capital assets. Capital projects funds
exclude those types of capital-related outflows financed by proprietary funds or for assets that will be held in trust for
individuals, private organizations or other governments. There are no major capital projects funds.

Proprietary Funds

The Proprietary funds are used to account for activities that receive significant support from fees and charges. They focus on
determining operating income, changes in financial position and cash flows. Generally accepted accounting principles, similar
to those used by private sector businesses, are applied in accounting for these funds. Included in proprietary fund financial
statements are enterprise funds and internal service funds.

Enterprise funds are used to report any activity for which a fee is charged to external users for goods or services. Activities must
be reported as enterprise funds if any one of the following criteria is met:

e The activity is financed with debt secured solely by a pledge of the net revenues from fees and charges of the activity;

e Laws or regulations require the activity’s costs of providing services, including capital costs (such as depreciation,
amortization or debt service), be recovered with fees and charges; or

e The pricing policies of the activity establish fees and charges designed to recover its costs, including capital costs.

The State Lottery Fund, State Workers’ Insurance Fund, Unemployment Compensation Fund, State Stores Fund, Tuition
Payment Fund, and Commonwealth Financing Authority are enterprise funds reported as major funds.

The State Lottery Fund provides for the operation of the Pennsylvania State Lottery and for programs to support older
Pennsylvanians. Revenues are derived from the sale of lottery tickets, interest earned on securities and deposits, unclaimed
prize monies, and federal grants. Fund expenses pay for prizes to holders of winning lottery tickets and commissions to local
lottery agents. Amounts remaining after payment of lottery prizes and commissions are used to fund programs benefiting
older Pennsylvanians including PENNCARE, PACE, PACENET, free mass transit and reduced fare shared-ride programs, and
property tax and rent rebates.

The State Workers’ Insurance Fund (SWIF) was created by legislation on June 2, 1915 and operates within the Department of
Labor and Industry. It is a self-sustaining fund providing workers’ compensation insurance to employers, including those who
are refused policies by private insurance firms. The SWIF is subject to underwriting rules, classifications, and rates promulgated
by rating bureaus authorized by the Commonwealth Insurance Commissioner. Premium rates are established by the bureaus
based on the history of accidents by industry classification. Revenues are generated by premiums charged to policyholders
plus investment income. Workers’ compensation payments and administration costs are paid from the SWIF. The SWIF is
reported for its fiscal year ended December 31, 2017.

The Unemployment Compensation (UC) Fund is comprised of four basic components: the Employer Contribution Fund, the
UC Benefit Payment Fund, the Special Administration Fund, and the UC Trust Fund. The purpose of these funds is to collect
employer assessments for unemployment compensation and transfer the assessments to the federal government for deposit
in the UC Trust Fund. As needed, these funds are drawn back to pay unemployment compensation payments to claimants.

The State Stores Fund accounts for the general operations of the Pennsylvania Liquor Control Board. Revenue is derived
primarily from the sale of wine and spirits. Expenses include all costs associated with the operation and administration of the
liguor store system and enforcement of the Liquor Control Law.

The Tuition Payment Fund offers a college savings program allowing participants to purchase college credits at the current
year rates. The program is administered by the Tuition Account Program Bureau within the Treasury Department with oversight
by the Tuition Account Program Advisory Board. Revenue is derived primarily from application fees, participant contributions,
and investment income. Fund expenses consist mainly of payments to educational institutions and administrative costs.
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The Commonwealth Financing Authority (CFA) is a blended CU. Please see the aforementioned description for the CFA.

Internal service funds account for the financing of goods or services provided by one department or agency to other
departments or agencies of the Commonwealth, or to other governmental units, on a cost-reimbursement basis.

The Purchasing Fund is used to purchase materials, supplies, services, and equipment for use by departments, agencies, boards,
and commissions of state government, and to pay costs associated with administering the Purchasing Fund. The Purchasing
Fund receives reimbursements from the various Commonwealth departments, boards, and commissions for the materials,
services, and supplies provided. Also, the Purchasing Fund receives proceeds from the sale of vehicles and unserviceable
property as well as from investment income.

The Manufacturing Fund uses inmate labor to produce items for the Department of Corrections and other Commonwealth
agencies. The revenue source is the sale of items produced or services provided. Expenses include raw materials, inmate labor,
and general and administrative costs.

Fiduciary Funds

Fiduciary funds are used to account for resources that a government holds as a trustee or agent on behalf of an outside party
and that cannot be used to support that government’s own programs.

Trust and agency funds account for assets held by the Commonwealth in a trustee capacity or as an agent for individuals,
private organizations, other governmental units and/or other funds. These include pension (and other employee benefit) trust
funds, an investment trust fund, a private purpose trust fund, and agency funds.

The State Employees' Retirement System (SERS), a pension trust fund, is a CU and accounts for the payment of retirement,
disability, and death benefits to members of the SERS and their beneficiaries. The Deferred Compensation Fund is a pension
trust fund that collects and administers amounts contributed by Commonwealth employees who defer a portion of their
income until future years, in accordance with Internal Revenue Code Section 457. The SERS and the Deferred Compensation
Fund are reported for their fiscal years ended December 31, 2017.

The Public School Employees’ Retirement System (PSERS), a pension trust fund, is a CU and was created to administer and
provide pension benefits to public school employees in Pennsylvania.

The INVEST Program for Local Governments is an investment trust fund that invests amounts owned by local governments,
school districts, and not for profit entities. The INVEST Program for Local Governments is reported for its fiscal year ended
December 31, 2017. Audited financial statements for that Program are available through the Chief Accounting Officer.

The Tuition Account Investment Program is a private purpose trust fund that invests amounts on behalf of participants who
are saving for college tuition costs. Audited financial statements for that Program are available through the Chief Accounting
Officer.

The Monetary Penalty Endowments Trust Fund, a private purpose trust fund, was established in accordance with Act 1 of 2013
to account for the monetary penalty payments from the Pennsylvania State University.

The Statutory Liquidator Fund, the largest agency fund, converts the remaining assets of insolvent insurance companies to cash
for remittance to policyholders, creditors, and stockholders. The order of distribution of the assets is established in Article V
of the Pennsylvania Insurance Department Act of 1921 and on a Commonwealth Court approved percentage of claim basis.
Although not yet determined, the actual amounts to be paid based on the amount of the remaining assets are expected to be
less than the amounts actually claimed by creditors, policyholders, and stockholders.

The Underground Storage Tank Indemnification Fund holds assets on behalf of owners and operators of underground storage
tanks who incur a liability for taking corrective actions associated with underground storage tank releases.
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The Medical Care Availability and Reduction of Error Fund (Mcare), created by Act 13 of 2002, is used to pay claims against
participating health care providers for losses or damages awarded in medical professional liability actions against them in excess

of the basic insurance coverage required by the act.

The Municipal Pension Aid Fund holds a portion of casualty insurance company tax assessments, which are remitted to
municipalities to help defray municipal police and firefighter pension costs.

Measurement Focus and Basis of Accounting — Government-Wide Financial Statements

The government-wide financial statements are reported using the economic resources measurement focus and accrual basis
of accounting. This means that the statement of net position reports all assets (including capital assets, such as heavy trucks,
highways, and bridges), all liabilities regardless of when payment is due and all deferred inflows and outflows of resources. The
statement of activities includes all revenues and expenses (regardless of when cash is respectively received or paid). The
statement of activities reports program revenues, which are revenues derived directly from a specific governmental function
and are reported by the function, which generates the revenue. Charges for goods or services, most investment income, grant
revenues, and fines are reported as program revenues. Neither program revenues nor expenses are reported for donated
works of art, historical treasures or similar assets received during the fiscal year because such donations are not material. All
tax revenues, except for unemployment compensation tax revenues which are reported as charges for sales and services
program revenues, are classified as general revenues in the statement of activities. The statement of activities also reports
governmental activities expenses that include governmental fund expenditures (those which are not eliminated or reclassified)
and current year depreciation on capital assets, which recognizes the cost of ordinary use of the assets over their estimated
useful lives. The costs of most employee benefits earned during the fiscal year (such as vacation time earned) and increases in
self-insurance liabilities are also reported as expenses in the statement of activities when incurred, regardless of when the
benefits are used or the liabilities are paid.

Measurement Focus and Basis of Accounting — Fund Financial Statements

Governmental Funds

The General Fund, special revenue funds, debt service funds, and capital project funds (governmental funds) are reported using
the current financial resources measurement focus and modified accrual basis of accounting. Under this measurement focus,
current assets, deferred outflows of resources, current liabilities and deferred inflows of resources are presented on the
balance sheet. Operating statements of these funds present increases (i.e., revenues and other financing sources) and
decreases (i.e., expenditures and other financing uses) in net current assets. Under the modified accrual basis of accounting,
revenues of governmental funds are recognized in the year that they become susceptible to accrual (both measurable and
available to pay current fiscal year liabilities). The Commonwealth accrues the following major revenue sources that are both
measurable and available (available is defined as being received within 60 days of fiscal year-end for these revenues): sales
and use taxes, cigarette taxes, corporation taxes, personal income taxes, liquid fuels taxes, inheritance taxes, liquor taxes,
investment income, institutional revenues, and sales of goods and services. Grant revenues, including federal government
grant revenues, are recognized when earned and available; accrued amounts due from the federal government are treated as
available in the period in which all applicable eligibility requirements have been met. Revenues from most other sources are
recognized when received.

Expenditures are generally recognized in the fiscal year the goods or services are received and the related fund liability is
incurred. Debt service expenditures for principal and interest on general long-term obligations and other long-term liabilities
are recognized when due. Prepaid items and inventory purchases are reported as current fiscal year expenditures, rather than
allocating a portion of related cost to the fiscal year when the items are actually used. Expenditures are reported for amounts
accrued at fiscal year-end that normally would be liquidated with expendable available financial resources.

Proprietary Funds and Fiduciary Funds
The enterprise, internal service (proprietary funds), pension (and other employee benefit) trust funds, the investment trust

funds and private purpose trust funds are reported using the economic resources measurement focus and the accrual basis of
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accounting. Under this measurement focus, all assets, deferred outflows of resources, liabilities and deferred inflows of
resources associated with the operations of these funds are included on the statement of net position. Under the accrual basis
of accounting, revenues are recognized in the fiscal year earned and expenses are recognized in the fiscal year incurred.

Proprietary funds classify revenues and expenses as either operating or non-operating, depending on the nature of the activities
reported in the individual fund. The majority of transactions are reported as operating; however, investment income and
grants are reported as non-operating revenues by all proprietary funds. Fiduciary funds, except for agency funds, classify
revenues and expenses as either additions or deductions to net position.

Agency funds, a fiduciary fund type, use the accrual basis of accounting to report assets and liabilities. Agency funds have no
measurement focus and do not report operating statements.

Significant Accounting Policies

Pooled Cash: In accordance with the Fiscal Code, cash balances of most Commonwealth funds are pooled by the Treasury
Department. Cash balances are segregated by fund, but accounted for centrally for receipt and disbursement purposes. The
law requires that collateral be pledged by banks and other financial institutions to guarantee the Commonwealth’s cash on
deposit.

Cash Equivalents: No investments that could be defined as cash equivalents have been treated as such on the statement of
cash flows; therefore, only net changes in cash are displayed.

Investment Pools: The Fiscal Code provides the Treasury Department with investment control over most Commonwealth
funds. The Treasury Department uses a variety of internal investment pools that seek to provide preservation of principal,
liquidity, diversification, and income for Commonwealth funds. All participating funds report amounts invested in such pools
as temporary or long-term investments; the pools themselves are not financially reported. Periodic earnings are allocated to
specific participating funds. Several individual funds have statutory authority to own investments outside the Commonwealth
Investment Program (CIP). The Treasury Department maintains an external investment pool, the INVEST Program for Local
Governments, which separately issues audited financial statements and is reported as an investment trust fund.

Temporary Investments: The Treasury Department manages the temporary investment pools. Practically all individual funds
that are part of PG are participants in the temporary investment pools. Except for the INVEST Program, temporary investments
are reported at fair value. Such investments, which are expected to be realized in cash within twelve months after fiscal year-
end or less, are reported as temporary investments. The Treasury Department accounts for each participating fund’s equity
(considered “shares”) on a daily basis. “Share” balances of participating funds may fluctuate considerably during the fiscal year,
based on the timing of cash receipts and disbursements in the participating fund. These investments are considered internal
investment pools. Periodic earnings are allocated to specific participating funds based on the weighted daily average share
balance.

The INVEST Program reports all investments at amortized cost, which approximates fair value. The INVEST Program meets the
provisions related to portfolio quality, custodial credit risk, and shadow pricing, which are required for an external investment
pool to report investments at amortized cost.

Long-Term Investments: Investments expected to be realized in cash after more than twelve months from fiscal year-end are
reported as long-term investments. Most long-term investments are reported at fair value, those not recorded at fair value
are recorded at net asset value. In addition to long-term investments held by funds with statutory authority to own investments
outside the CIP, the Treasury Department manages a long-term investment pool in which a number of individual funds
participate. Income is allocated periodically to specific participating funds based on the net asset value of a fund’s shares at
redemption date. Income is also distributed periodically based on the net asset value of the pool and participant fund share
balances on the income declaration date.

Inventories and Prepaid Expenses: Inventories of operating materials and supplies are reported by certain governmental
activities. Operating and merchandise inventories are reported by proprietary funds and the SSHE, a DPCU. Operating materials
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and supplies inventories are valued at cost (first-in, first-out) and merchandise inventories are reported at the lower of cost or
market using weighted average cost. In the governmental fund financial statements, inventories are accounted for using the
purchases method whereby expenditures are reported for current-year purchases of operating materials and supplies. Prepaid
expenses are not reported in governmental fund financial statements.

Capital Assets and Depreciation: General capital assets (including infrastructure) and other capital assets are reported at cost
or estimated historical cost in the statement of net position. Donated capital assets are reported at acquisition value at the
time of donation. The cost of all land is reported; for other types of capital assets, the following minimum dollar reporting
thresholds are used:

Land improvements, buildings and building improvements... ..........ccccceeecuveeennnee. S 25
Machinery and eqUIPMENT.......cuiieeiiic et e e e e 25
Highway and bridge infrastructure .........ccccoeeciiiieciiee e 100
All Other INFrastrUCLUIE ...co.ei i s 25
COMPULET SOFEWAIE ..eeeieiiie ettt et e e eae e e et e e e enee e e snaeeeenseeeennes 1,000
Trademarks, patents and copyrights.......ccoouiriiiininiiiineeee e 100

Commonwealth agencies maintain inventories of all their respective capital assets, including assets acquired for less than the
above minimum amounts, which are not capitalized in the basic financial statements.

The Pennsylvania Historical and Museum Commission (PHMC) owns diverse collections of historical, architectural, prehistoric
and artistic artifacts, archives and manuscripts and scientific specimens. The Commonwealth does not capitalize these
collections, as they meet the following criteria: PHMC's mission in acquiring these collections is for the purpose of preservation,
education, research, and exhibition; PHMC secures and preserves all collections in order to adequately preserve
Commonwealth history; and all acquisitions and deaccessions must be approved by the PHMC Collections Committee and the
PHMC Executive Director. All amounts received from the deaccessioning of artifacts/collections are placed in a restricted
account that can only be used for the purchase of new artifacts/collections.

The Commonwealth does not capitalize expenditures to protect farmland under the Agricultural Area Security Law since
participating counties within the Commonwealth play a much greater role in administering the Law than the Commonwealth.
Capital assets (excluding land and construction in progress) are depreciated/amortized over the estimated useful lives of major
capital asset classes using the straight-line method. Depreciation/amortization expense is reported in the statement of
activities as part of direct functional expenses; all depreciation/amortization is allocated to a specific function. Capital assets
reported by proprietary funds are reported in those funds at cost or estimated historical cost. Depreciation/amortization is
reported on the straight-line basis over the capital assets’ estimated useful lives. Depreciation expense associated with capital
assets procured under capital lease arrangements is reported as part of depreciation expense for other capital assets. The
following useful lives are used for PG governmental activities:

Buildings and building improvements 40 years
Improvements other than buildings..........cccoeciirrccie e 30 years
Machinery and eqUIPMENT.....c..c.oiiiiiierie e 10 years
Highway heavy equipmMeNnt.........coiiiiiiiiiiiieee e 15 years
Highway infrastruCture .........oooeioiiii e 25 years
Bridge infrastructure........ccccee.n...... 50 years
Dams, dikes and pier infrastructure 50 years
Other INfrastrUCTUIE .....coovii it 20 years
COMPULEE SOFEWAIE ..ceceiiiie ettt et e e ee e e e e te e e e etae e e sabaeaeebbeeeenns 3 —-30vyears
Trademarks, patents and COpPYrights.......c.oeeeciiiiiiiieec e e 3 —-40vyears

PG business-type activities report depreciation/amortization expense using useful lives that are very similar to the above and
do not report any infrastructure. Certain land, buildings, and improvements owned by the Commonwealth and used by the
SSHE, a DPCU, which were acquired or constructed before July 1, 1983 (the inception date for the SSHE), are financially reported
as governmental activities capital assets. All general capital assets acquired or constructed for the SSHE subsequent to June
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30, 1983 without the use of university funds or incurrence of SSHE debt are also reported as governmental activities capital
assets. This reporting treatment is based on the title for the SSHE-used real property remaining with the PG. Based on
agreements between the PG, through its Department of General Services (DGS), and SSHE universities in 2002, DGS effectively
transferred occupancy, custody, and control to the SSHE universities and the SSHE universities assumed financial responsibility
and legal liability for the SSHE-used real property but the Commonwealth retained title.

Capital Asset Impairments: Through a variety of policies, Commonwealth management requires agencies to perform periodic
assessments of general and other capital assets. Beyond initial reporting (upon acquisition), agencies must adhere to
continuing policies regarding usability, function, and condition of reported capital assets. With few exceptions, Commonwealth
agencies using capital assets must report impairments promptly.

Deferred Outflows of Resources are a consumption of net position by the government that is applicable to a future reporting
period. Deferred outflows of resources have a natural debit balance and, therefore increase net position similar to assets.

Deferred Inflows of Resources are an acquisition of net position by the government that is applicable to a future reporting
period. Deferred inflows of resources have a natural credit balance and, therefore decrease net position similar to liabilities.

Liabilities: Governmental, business-type, and proprietary liabilities in the statement of net position, are presented as either
“current” or “noncurrent.” Liabilities are segregated into these categories by establishing an average maturity for the liability
class and classifying the portion due within one year of the statement date as current and the portion due beyond one year of
the statement date as noncurrent. For liabilities without specific maturity or due dates, estimates are made of maturities.
Liabilities without specific due dates include those related to self-insurance and compensated absences.

Self-Insurance: The Commonwealth is self-insured for annuitant medical/hospital benefits, employee disability and tort claims.
Note 8 provides disclosures for self-insurance liabilities and property loss coverage.

Compensated Absences: Most employees earn annual leave, depending on length of credited service, from between 4.24% to
11.55% of regular hours paid. Generally, a maximum of 45 days may be carried forward at the end of each calendar year.
Employees are paid for accumulated annual leave upon termination or retirement.

Most Employees earn sick leave based on 4.24% to 5.00% of regular hours paid. Generally, a maximum of 300 days may be
carried forward at the end of each calendar year. Most retiring employees that meet service, age or disability requirements
are paid in accordance with the following schedule:

Days Available Percentage Maximum
at Retirement Payment Days Paid
0-100 30% 30
101-200 40% 80
201-300 50% 150
over 300 (in last year 100% of days
of employment) over 300 13

Some collective bargaining agreements may have different accrual rates and payouts.

Accumulated annual and sick leave liabilities payable with expendable available financial resources are reported by
governmental funds; all compensated absences payable are reported by governmental and business-type activities and
fiduciary funds.

Pollution Remediation Obligations: In the government-wide statement of net position, pollution remediation obligations are
reported at the current value of expected outlays to fund remediation costs using the expected cash flow technique. This
technique measures the sum of probability-weighted amounts in a range of possible estimated amounts and uses all
expectations about possible cash flows on a site-specific basis. Such ranges are weighted within ‘most likely’, ‘worst case’
and/or ‘best case’ scenarios and are based on actual remediation cost experience, remediation cost estimates and/or discrete
cost remediation treatment possibilities. All reported obligation amounts are estimates and are subject to change resulting
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from price increases or reductions, technology, or changes in applicable laws or regulations. In cases where remediation
activities beyond site investigation/assessment or feasibility studies have not begun, remaining remediation costs are not
reasonably estimable and liabilities for such cases are not reported.

Interfund Transactions: The Commonwealth has the following types of transactions between funds; between the PG
governmental activities and business-type activities; and between the PG and DPCUs:

Statutory Transfers—Legally required transfers from specific funds that subsidize receiving fund programs, when paid are
reported as transfers in by the receiving fund and as transfers out by the disbursing fund. Legally required payments from the
PG to CU organizations are reported when paid as governmental activities program expenses and as either operating grants
and contributions or capital grants and contributions by CU organizations. Interfund balances (amounts due from/to other
funds) are reported for unremitted, due and payable, transfers at fiscal year-end. In the statement of activities, only transfers
between governmental activities and business-type activities are reported as transfers.

Transfers of Expenditures (Reimbursements)—Reimbursement of expenditures made by one fund for another that are
recorded as expenditures in the reimbursing fund and as a reduction of expenditures in the reimbursed fund.

Interfund Services Provided and Used—Charges or collections for services provided by one fund to another that are recorded
as revenues and expenditures or expenses of the providing (reimbursed) fund are treated as reimbursements (above) and are
eliminated. Expenditures or expenses of the using (reimbursing) fund are reported in fund financial statements and the
statement of activities.

Interfund Balances: Amounts due from/to other funds are reported for unremitted charges or collections at fiscal year-end
that arise in connection with routine, ordinary governmental fund and proprietary fund operations. The composition of the
Commonwealth’s interfund receivables/payables at June 30, 2018 and transfers in/out during the fiscal year ended June 30,
2018 are presented in Note 5. Interfund balances between two governmental funds or two proprietary funds are not reported
in the statement of net position.

Investment Income: Investment income includes interest, dividends, realized gains and losses, and the change in the fair value
of investments, if any, during the fiscal year. If the change in the fair value of investments decreases during any specific fiscal
year, such decreases could cause reported overall investment income to be negative within specific funds. Similarly, realized
losses could cause reported overall investment income to be negative within specific funds. Certain investment income from
specific funds’ investments is assigned to another fund and is reported by the receiving fund if the income is transferred for
legal or contractual reasons; otherwise, the investment income is reported as a transfer by the receiving fund.

Grant and Intergovernmental Revenues: Federal grants and assistance awards made on the basis of entitlement periods are
recorded as intergovernmental revenues when entitlement occurs. Federal reimbursement-type grant revenues are recorded
when the related expenditures or expenses are incurred and the revenue is available to pay expenditures. Intergovernmental
revenues represent revenues received principally from the federal government and include revenues received from the PTC, a
DPCU, based on Act 44 of 2007 and Act 89 of 2013, and the related lease and funding agreement between the PTC and the PG
Department of Transportation.

Pension Costs, Liabilities and Deferred Items: The Commonwealth participates as an employer in the State Employees’
Retirement System (SERS) pension plan and nonemployer contributing entity in the Public School Employees’ Retirement
System (PSERS) pension plan. The Commonwealth’s policy is to fund employer contributions to the SERS and PSERS as required
by their Boards, through statutory authority, or as required based on other applicable statutory requirements. As prescribed
by GASB 68, actuarial valuations were prepared to value the total and net pension liabilities, deferred outflows of resources,
and deferred inflows of resources for each pension plan. In the government-wide statement of net position and the proprietary
fund statement of net position the Commonwealth will report its share of the net pension liability, deferred outflows of
resources, and deferred inflows of resources at the actuarial present value. The changes in the net pension liability will be
recognized in pension expense. Deferred outflows of resources and deferred inflows of resources balances will be amortized
over a closed period matching the expected remaining service life of all employees or a closed period of five years.
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Other Postemployment Benefits (OPEB) Costs, Liabilities and Deferred Items: The Commonwealth participates as an
employer in five OPEB plans: The Retired Employees Health Program (REHP), the Retired Pennsylvania State Police Program
(RPSPP), the Unified Judicial System’s Postemployment Medical Plan (Judiciary), Pennsylvania House of Representatives
Postemployment Benefits Plan (House), and the Senate of Pennsylvania Other Postemployment Benefits Plan (Senate). The
Commonwealth participates as a governmental nonemployer contributing entity in the Public School Employees’ Retirement
System Health Insurance Premium Assistance Program (Premium Assistance). As prescribed by GASB 75, actuarial valuations
were prepared to value the total and net OPEB liabilities, deferred outflows of resources, and deferred inflows of resources for
all six OPEB plans. In the government-wide statement of net position and the proprietary fund statement of net position the
Commonwealth reports its share of the OPEB liability, deferred outflows of resources, and deferred inflows of resources at the
actuarial present value. The changes in the OPEB liability are recognized in OPEB expense. Deferred outflows of resources
and deferred inflows of resources balances are amortized over a closed period matching the expected remaining service life of
all employees or a closed period of five years.

Indirect Expenses: In the statement of activities, the full-cost allocation treatment is used, whereby reported program
expenses, by function, include any expenses which could be treated as indirect expenses of another function.

Interest Expense: In the statement of activities, no interest expense is reported by direct program costs. No interest expense
was capitalized during the fiscal year ended June 30, 2018.

Bonds Issued, Premium/Discount on Bonds Issued and Bond Issuance Costs: In governmental fund financial statements, the
face amount of bonds issued and related premium/discount are separately reported as other financing sources/uses. Bond
issuance costs are reported as expenditures. In government-wide financial statements, the face amount of bonds issued is
reported as a liability and related premium/discount is amortized over the life of the outstanding debt and is reported as
interest expense as part of functional governmental activities expenses.

Restricted Net Position: These amounts were determined based on enabling legislation, externally restricted by creditors,
grantors, contributions or laws that provide for restrictions on how the resources of special (non-General Fund) funds may be
used. AtJune 30, 2018, a portion of governmental activities net position was restricted based on a federal government purpose
restriction.

Governmental Funds Fund Balance Categories

Nonspendable:

Nonspendable fund balances include amounts that cannot be spent because they are either not in a spendable form or they
are legally or contractually required to be maintained intact.

Spendable Categories:

Restricted:

Amounts which may only be spent for 1) expenditures in accordance with grants received from external parties or 2)
expenditures for limited, specific purposes authorized by enabling legislation (which also authorizes the Commonwealth to
assess, levy, charge or otherwise mandate payment of resources from external sources) are reported as restricted fund balance.

Unrestricted:

Committed: Commonwealth law, enacted by the General Assembly (legislature) and approved by the Governor, is the
Commonwealth’s highest level of decision-making authority. Both legislative enactment and gubernatorial approval on or prior
to fiscal year-end are necessary to establish, modify and/or rescind amounts committed.

Assigned: Based on applicable Commonwealth laws, the Governor is responsible for accounting and financial reporting
matters. Through a 1984 Executive Order, the Governor delegates this authority to the Secretary of the Budget. Through
further delegation, amounts assigned are determined jointly, between the Governor’s Budget Office and the Office of

Commonwealth of Pennsylvania 81 Governor's Office of the Budget
WWWw.pa.gov www.budget.pa.gov



NOTES TO THE FINANCIAL STATEMENTS (amounts in thousands) June 30, 2018

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

Comptroller Operations. Fund balances are reported as assigned when the Commonwealth intends for resources to be used
for specific purposes, but the requirements for resources to be reported as restricted or committed have not been met.

Unassigned: This is a residual category. Only the General Fund can report a positive unassigned fund balance. The General
Fund can also report a negative amount in the unassigned category. For other governmental funds where amounts restricted
and/or committed exceed total fund balance, such funds report negative amounts in the unassigned category.

Classification among Fund Balance Categories: Commonwealth laws, including annual enacted budgets, include legally
enforceable expenditure restrictions on all funds. Commonwealth laws do not specifically recognize ‘restricted’ or
‘unrestricted’ (committed, assigned or unassigned) fund balance amounts. For financial reporting purposes, fund balance
amounts for individual Commonwealth funds are reported in the first classification for which the amount ‘qualifies’, in this
order: nonspendable, restricted, committed, assigned, and unassigned. Amounts are considered to have been spent from the
fund balance classification from which specific expenditures are legally authorized. Within individual, specific Commonwealth
funds, based on applicable law, individual expenditures may be disbursed from only one, specific appropriation at a time.
Budgetary spending control occurs at the appropriation level. Since appropriations are not duplicated among the various GAAP-
reported fund balance classifications and Commonwealth laws do not recognize the various classifications, accounting policies
cannot establish that restricted amounts are spent before or after unrestricted amounts, or, within unrestricted amounts, that
committed, assigned or unassigned amounts are spent in any specific order.

Budget Stabilization Reserve Fund: Act 91 of 2002 provided for this Fund, effective July 1, 2002, to gradually provide a
budgetary reserve amounting to six percent of the revenues of the General Fund. The Fund provides financial assistance to
minimize future revenue shortfalls and deficits, and promote greater continuity and predictability in the funding of vital
government services. It minimizes the need to increase taxes to balance the budget of the Commonwealth during periods of
economic distress. The enacted General Fund budget for the fiscal year ended June 30, 2010 provided that nearly the entire
balance in this Fund was transferred to the General Fund; a $755,000 transfer occurred on October 15, 2009. No transfer
occurred for this reporting period. Act 42 of 2018 enacted that 50% of the certified budgetary surplus in the General Fund for
the fiscal year ended June 30, 2018 be transferred in the following fiscal year.

New Accounting Pronouncements — Adopted:

The Commonwealth adopted GASB Statement No. 75, “Accounting and Financial Reporting for Postemployment Benefits Other
Than Pensions”. The primary objective of this Statement is to improve accounting and financial reporting by state and local
governments for postemployment benefits other than pensions (other postemployment benefits or OPEB). It also improves
information provided by state and local governmental employers about financial support for OPEB that is provided by other
entities. See Notes 16 and 18 for restatement information.

The Commonwealth adopted GASB Statement No. 81, “Irrevocable Split-Interest Agreements”. The Statement establishes
accounting and financial reporting standards for irrevocable split-interest agreements created through trusts — or other legally
enforceable agreements with characteristics that are equivalent to irrevocable split-interest agreements — in which a donor
irrevocably transfers resources to an intermediary. The intermediary administers these resources for the unconditional benefit
of a government and at least one other beneficiary. See Notes 16 and 18 for restatement information.

The Commonwealth adopted GASB Statement No. 85, “Omnibus 2017”. The objective of this Statement is to address practice
issues that have been identified during implementation and application of certain GASB Statements. This Statement addresses
a variety of topics including issues related to blending component units, goodwill, fair value measurement and application, and
postemployment benefits (pensions and other postemployment benefits [OPEB]). The adoption of this statement had no effect
on previously reported amounts.

The Commonwealth adopted GASB Statement No. 86, “Certain Debt Extinguishment Issues”. The primary objective of this
Statement is to improve consistency in accounting and financial reporting for in-substance defeasance of debt by providing
guidance for transactions in which cash and other monetary assets acquired with only existing resources—resources other than
the proceeds of refunding debt—are placed in an irrevocable trust for the sole purpose of extinguishing debt. This Statement
also improves accounting and financial reporting for prepaid insurance on debt that is extinguished and notes to financial
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NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

statements for debt that is defeased in substance. The adoption of this statement had no effect on previously reported
amounts.

New Accounting Pronouncements — To Be Adopted:

The GASB issued Statement No. 83, “Certain Asset Retirement Obligations” in November 2016. This Statement addresses
accounting and financial reporting for certain asset retirement obligations (AROs). An ARO is a legally enforceable liability
associated with the retirement of a tangible capital asset. A government that has legal obligations to perform future asset
retirement activities related to its tangible capital assets should recognize a liability based on the guidance in this Statement.

The GASB issued Statement No. 84, “Fiduciary Activities” in January 2017. The objective of this Statement is to improve
guidance regarding the identification of fiduciary activities for accounting and financial reporting purposes and how those
activities should be reported.

The GASB issued Statement No. 87, “Leases” in June 2017. This Statement establishes a single model for lease accounting
based on the foundational principle that leases are financings of the right to use an underlying asset. Under this Statement, a
lessee is required to recognize a lease liability and an intangible right-to-use lease asset, and a lessor is required to recognize a
lease receivable and a deferred inflow of resources.

The GASB issued Statement No. 88, “Certain Disclosures Related to Debt including Direct Borrowings and Direct Placements”
in March 2018. The primary objective of this Statement is to improve the information that is disclosed in notes to government
financial statements related to debt, including direct borrowings and direct placements. It also clarifies which liabilities
governments should include when disclosing information related to debt.

The GASB issued Statement No. 89, “Accounting for Interest Cost Incurred before the End of a Construction Period” in June
2018. The objectives of this Statement are (1) to enhance the relevance and comparability of information about capital assets
and the cost of borrowing for a reporting period and (2) to simplify accounting for interest cost incurred before the end of a
construction period.

The GASB issued Statement No. 90, “Majority Equity Interests” in August 2018. The primary objectives of this Statement are to
improve the consistency and comparability of reporting a government’s majority equity interest in a legally separate
organization and to improve the relevance of financial statement information for certain component units.

The new standards must be adopted as follows:

GASB Statement No. 83  Effective July 1, 2018 for financial statements for fiscal year ending June 30, 2019.
GASB Statement No. 84  Effective July 1, 2019 for financial statements for fiscal year ending June 30, 2020.
GASB Statement No. 87  Effective July 1, 2020 for financial statements for fiscal year ending June 30, 2021.
GASB Statement No. 88  Effective July 1, 2018 for financial statements for fiscal year ending June 30, 2019.
GASB Statement No. 89  Effective July 1, 2020 for financial statements for fiscal year ending June 30, 2021.
GASB Statement No. 90  Effective July 1, 2019 for financial statements for fiscal year ending June 30, 2020.

The effect of these statements has not yet been determined.
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NOTE 2 — DEPOSITS, INVESTMENTS AND FINANCIAL INSTRUMENTS WITH OFF-BALANCE SHEET RISK

Authority for Deposits and Investments
Treasury Department

The deposit and investment policies of the Treasury Department are governed by Sections 301, 301.1 and 505 of the
Pennsylvania Fiscal Code (Act of 1929, P.L. 343), and Section 321.1 of the Pennsylvania Administrative Code (Act of 1929, P.L.
177, No. 175).

Treasury Department deposits must be held in insured depositories approved by the Board of Finance and Revenue and must
be fully collateralized. The Fiscal Code grants the Treasury Department the authority to invest in any deposits and
investments. This authority is subject, however, to the exercise of that degree of judgment and care under the ‘prudent
person’ standard prevailing at that time. The ‘prudent person’ standard is one of judgment and care as defined by a person of
discretion and intelligence, who is familiar with such matters, in exercising such standard in the management of their own
affairs. And it must not be in regard to speculation but in regard to the permanent disposition of the funds considering the
probable income to be derived therefrom as well as the probable safety of their capital. Treasury Department deposits and
investments may include equity securities and mutual funds.

The Treasury Department manages the Commonwealth Investment Program (CIP). Practically all Commonwealth funds of
the primary government are invested on a temporary basis in the CIP. The Treasury Department is required to exercise
judgment and care in determining those investments that are appropriate for each Commonwealth fund based upon distinct
investment criteria such as income needs, cash flow requirements, investment time horizons, and risk tolerance. All
investments are made in accordance with the statutory authority described in the preceding paragraph. The CIP investment
pools are invested in both equity securities, fixed income securities and loans to the primary government to achieve the
investment objectives of the CIP funds. Asset allocation targets among cash, equity securities, fixed income securities and
alternative investments are established in order to meet these overall objectives.

The Treasury Department has created Pools 999 and 998 within the CIP, each with its own distinct investment strategies,
goals, and holdings that reflect the differing needs of Commonwealth funds for income, cash flows, and risk tolerance. A
highly liquid vehicle, Pool 999, consists of short-term fixed income securities and cash which provide a high degree of liquidity
and security but only modest returns. Shares in this pool are classified as temporary investments. A less liquid vehicle, Pool
998, allows for investment in assets that offer potentially higher returns with commensurate risk. Shares in this pool are
classified as long-term investments.

Other Investing Organizations

Certain investing organizations have statutory authority, which is comparable to the Treasury Department ‘prudent person’
authority above. The investments of such organizations are accounted for in the following funds: Workers Compensation,
Workers Compensation Security Trust, State Workers Insurance Fund (SWIF), Tuition Payment, Tuition Account Investment
Program, INVEST Program for Local Governments (INVEST Program), and Underground Storage Tank Indemnification
(collectively, other investing organizations). Most of the other investing organizations establish contractual arrangements
with investment managers, which identify investment objectives without providing strict limitations on ‘allowable’
investment purchases. Most of the other investing organizations prohibit investing in certain assets, such as commodities
and futures contracts, private placements (except Section 144), and limited partnerships. Several of the organizations also
prohibit short selling and margin transactions. An exception includes Tuition Payment; this organization permits some or all
of the previously mentioned prohibited assets and transactions as well as foreign investments. SWIF and INVEST Program
amounts are reported as of December 31, 2017 unless otherwise noted.

Pension Trust Funds
The State Employees’ Retirement System (SERS), the Deferred Compensation Program (DCP), the Public School Employees’

Retirement System (PSERS) and the Other Post Employment Benefit Investment Pool constitute combined pension (and other
employee benefit) trust funds reported in the basic financial statements. The Other Post-Employment Benefits Investment
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NOTE 2 — DEPOSITS, INVESTMENTS AND FINANCIAL INSTRUMENTS WITH OFF-BALANCE SHEET RISK (continued)

Pool is managed by the Treasury Department, whereas the other aforementioned trusts are managed outside the Treasury
Department.

Pension trust funds avoid deposit risks as such deposits must be authorized by the Treasury Department. Several state laws
govern investment authority for the SERS and the PSERS, such laws provide ‘prudent person’ investing authority. Allowable
DCP investment options are established by the SERS under its applicable statutory authority. A material portion of total
pension trust fund investments consists of equity securities, real estate and fixed income investments. The SERS and DCP are
reported as of December 31, 2017.

Statutory Liquidator Fund
Investments of the Statutory Liquidator Fund, an agency fund, are primarily managed by the affected insurance companies
pursuant to liquidation orders issued by the PA Insurance Commissioner. Other investments are managed by the Insurance

Department’s Office of Liquidations, Rehabilitations and Special Funds. Also, a portion of Statutory Liquidator Fund holdings
is invested in the CIP.

Fair Value of Investments
Treasury Department

The Treasury Department categorizes its fair value measurements within the fair value hierarchy established by generally
accepted accounting principles, as follows:

e Level 1 —Valuations based on unadjusted quoted prices for identical assets or liabilities in active markets;

 Level 2 — Valuations based on quoted prices for similar assets or liabilities in active markets or identical assets or liabilities in
less active markets, such as dealer or broker markets; and

e Level 3 — Valuations derived from valuation techniques in which one or more significant inputs or significant value drivers
are unobservable, such as pricing models, discounted cash flow models and similar techniques not based on market,
exchange, dealer or broker-traded transactions.
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NOTE 2 — DEPOSITS, INVESTMENTS AND FINANCIAL INSTRUMENTS WITH OFF-BALANCE SHEET RISK (continued)

The Treasury Department has the following recurring fair value measurements as of June 30, 2018:

Investments by Fair Value Level Total Level 1 Level 2 Level 3
Debt Securities
Corporate obligations.........cceeevveeeveeeeeecee e $ 1,504,789 S - $ 1,295,778 S 209,011
U.S. Treasury obligations........ccceeviieeiniieciniiecenineeen, 599,031 599,031 - -
Mortgage backed securities.....cccccvvvnniiiiiieeeieniniiins 207,370 - 207,370 -
Private placements......c.cccceeennns . 220,249 - 220,249 -
State and municipal obligations. 49,393 - 49,393 -
U.S. government agencCies.....ccouvvuueriveuiiiniiiiiieeieeeeeeeeens 22,753 - 22,753 -
Asset backed SeCUNItieS..ccccveeeiiiiiiiiiiiiiiiieiii s 30,754 - 30,754 -
U.S. government sponsored enterprises........cccoeeuunnee 176,328 - 176,328 -
CoOMMENCIal PAPET..uuiiiiiieeiiiiiiiiee e 7,068,075 - 7,068,075 -
Sovereign debt.......ueeiiiiiiiiiii e 51,427 3,067 48,360 -
Equity Securities
EQUITY . eeeetiieeeiieee et e et e e eree e et e e et ee e e eareeesaneee s 2,563,044 2,530,028 - 33,016
Preferred securities.......ccccvvviviiiiiiiiiiiiiciciccee e, 3,768 1,195 2,573 -
Other Securities
Treasury group investment (1)......ccovvevveerieeneeeneennns 12,108,834 - 12,108,834 -
Other
Certificates of dePOSitS.....coovuviiiiiireeeiiiiiiiiiiiee e 2,491,465 - 2,491,465 -
MULU T FUNGS vttt eeee e e eeesaena 1,368,787 1,368,787 - -
Money market mutual funds........ccccevviiieiiniinennnnen, 2,690,090 2,640,187 49,903 -

Total investments by fair value level...........cccccuereeunne $31,156,157 S 7,142,295 $23,771,835 S 242,027
Investments by Net Asset Value (NAV)
Real estate alternative managers.... 87,293
Fund of funds alternative managers........ccccceeevvvnnnnnnne 648,662
Private equity alternative managers........ccoocveeevnnennn. 2,095
Absolute return alternative managers.........ccccvvvveennnn 982

Total investmentsat NAV........ceueeeeeeeeeeieeeeieenneennenneens 739,032

Total investments measured at fair value $31,895,189

(1) The amount is 100% invested in the Treasury Group Consolidated Cash Pool which is made up of 20% Level 1 and 80%

Level 2 inputs.

Debt securities classified in Level 1 of the fair value hierarchy are valued using prices quoted in active markets for those
securities. Debt securities classified in Level 2 of the fair value hierarchy are valued using a matrix pricing technique. Matrix
pricing is used to value securities based on the securities' relationship to benchmark quoted prices. Debt securities classified
in Level 3 are valued by a loan pricing matrix. If vendor pricing is not available the price defaults to cost.

Equity securities classified in Level 1 of the fair value hierarchy are valued using prices quoted in active markets for those
securities. Equity securities classified in Level 2 valuations are based on quoted prices for similar assets or liabilities in active
markets or identical assets or liabilities in less active markets, such as dealer or broker markets. Level 3 valuations use
proprietary or single source pricing derived from valuation techniques in which one or more significant inputs or significant

value drivers are unobservable.
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NOTE 2 — DEPOSITS, INVESTMENTS AND FINANCIAL INSTRUMENTS WITH OFF-BALANCE SHEET RISK (continued)

Other securities classified in Level 1 of the fair value hierarchy consist of mutual funds. The underlying funds are reported at
fair value, determined by Vanguard based on the net asset value per share of each mutual fund as of the close of the New
York Stock Exchange (NYSE) on the reporting date (level 1 inputs). Other securities classified in Level 2 of the fair value
hierarchy consist of Treasury pooled investments. The underlying investments for the pools consist of 20% Level 1 securities
and 80% Level 2 securities.

The Treasury Department has the following investments measured at the Net Asset Value (NAV):

Unfunded Redemptions Redemption
Fair Value Commitments Frequency Notice Period
Real estate alternative managers (1)....cccceevvcuvvverennns S 87,293 S 7,578 Monthly n/a, 30-60 days
Fund of funds alternative managers (2) 648,662 19,484 Monthly, Quarterly  n/a, 45-90 days
Private equity alternative managers (3).....ccceeevveeenns 2,095 - n/a n/a
Absolute return alternative managers (4)......ccccoeeuvves 982 9,675 n/a n/a, 60 days
Total investments at NAV.........cceeeeeerineeeeerecssneeeenenns S 739,032 S 36,737

(1) Real Estate Managers - This type of investment’s objective is to provide investors a return by investing in Real Estate
Investment Trusts, mortgage loans, and other real estate development projects in certain metropolitan markets. The fair
value of the investments in these managers have been determined using the NAV per share (or its equivalent) of the
investments. For one investment valued at $5,000, the invested funds cannot be withdrawn until the agreement expires.

(2) Fund of Fund Managers - This type of investment objective aims to achieve broad diversification and appropriate asset
allocation with investments in a variety of fund categories that are all wrapped into one fund. This strategy invests in
portfolios that contains different underlying assets through investing in other types of funds instead of investing directly in
bonds, stocks and other types of securities. The fair value of the investments in this manager have been determined using the
NAV per share (or its equivalent) of the investments. The redemption notices of these investments vary from no notice
specified, 45 or 90 day required notice.

(3) Private Equity Managers- This type of investment objective is to provide an above average return by investing in private
companies across a variety of industries. The fair value of the investments in this manager have been determined using the
NAV per share (or its equivalent) of the investments. These investments cannot be easily redeemed as distributions are
received through the liquidation of the underlying assets. For this category, the invested funds cannot be withdrawn until the
agreement expires.

(4) Absolute Return Managers- This type of investment vehicle seeks to make positive returns by employing investment
management techniques that differ from traditional mutual funds. The fair value of the investments in this manager have
been determined using the NAV per share (or its equivalent) of the investments. Redemption may be the first business day of
each quarter or close of business on any calendar quarter, depending on the fund. For one investment valued at $300, the
invested funds cannot be withdrawn until the agreement expires.

State Employees’ Retirement System (SERS)

The SERS fair value hierarchy is broken down into three levels based on inputs that market participants would use in valuing
assets and liabilities derived from market data as follows:

e Level 1inputs: are quoted prices in active markets for identical assets or liabilities.

e Level 2 inputs: are quoted prices for similar assets or liabilities in active markets, quoted prices for identical or similar assets
or liabilities in markets that are not active, or other than quoted prices that are observable.

¢ Level 3 inputs: are unobservable inputs used to measure fair value if relevant observable inputs are not available for the
asset or liability at the reporting date.
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Common and preferred stocks, commingled equity funds, master limited partnerships (MLPs), real estate securities, and
foreign exchange contracts are valued using prices quoted in active markets for those securities and are categorized as Level
1. They are marked-to-market daily with changes in fair value recognized as part of investments and investment income.
Fixed income securities are valued using a matrix pricing technique and are categorized as Level 2. Matrix pricing is used to
value securities based on the securities’ relationship to benchmark quoted prices and recently printed security-specific
trading levels. Value add/opportunistic separately managed accounts (SMA) in real estate and other securities classified in
Level 3 reflect prices, which may use several unobservable inputs using assumptions based on market methodologies to
determine the fair value of investments.

Derivative instruments, which include foreign exchange contracts, interest rate swaps, and credit default swaps, are included
in other investments in the fair value tables.

The SERS has the following fair value measurements as of December 31, 2017:

Investments by Fair Value Level Total Level 1 Level 2 Level 3

Fixed Income

AENCIES o.veieveeeeeeeeveete et ere et anne S 66,718 S - S 66,718 S -
Asset and mortgage backed securities............. 758,489 - 757,267 1,222
COrPOratesS..coie ittt 896,679 - 872,672 24,007
GOVEINMENT..ciiiieiiiie e 1,854,617 - 1,854,617 -
SoVEreign debt......uuiieiiiiieeeiiiiieee e 258,701 - 258,701 -
Private placements.....cccocvveeeeeiiiieeeiniieeennns 448,747 - 424,304 24,443
Equity
Domestic common and preferred stocks. . 8,947,544 8,942,091 5,154 299
Foreign common and preferred stocks............. 2,066,814 2,061,998 279 4,537
Commingled equity funds.........ccccoeeviiieniinnns 5,396,139 5,396,139 - -
Real Estate
Real estate securities....cccccevereeeeeeeeeeceeeeec, 235,370 235,370 - -
Value add/opportunistic SMA..........cceceeernrene 1,055,583 - - 1,055,583
Other Investments. (599) (657) (8) 66
Total investments by fair value level.............. $21,984,802 S 16,634,941 S 4,239,704 S 1,110,157
Investments by Net Asset Value (NAV)
Buyouts private equity... 2,494,681
Special situations private equity... 615,364
Venture capital private equity.......cccccvvvvrvnnnnns 900,545
Private credit funds private equity...........c....... 12,973
Value add/opportunistic funds real estate...... 471,505
Core/core plus real estate.........ccceevvveeeenunnnnnn. 346,638
Natural resources/infastructure real estate.... 95,032
Funds-of-hedge funds.........cccceeveviiiieeeniiinienen, 114,130
Credit-focused strategies hedge funds............. 875,665
Directinvestments hedge funds..........cccceene. 18,374
Absolute return strategies hedge funds........... 9,473
Commingled fixed income funds...........cccuuu.... 307,545
Total investmentsat NAV.......ccccceeeeeeeereierenens 6,261,925
Total investments measured at fair value....... $28,246,727

Private equity limited partnerships are valued at the NAV of the SERS ownership interest in partners’ capital, which
approximates fair value. The NAV is determined by the general partners using assumptions and estimates that have been
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reviewed and approved by valuation committees. Since private equity investments in such partnerships are generally illiquid
with holding periods lasting seven to ten years, the value realized by the SERS upon disposition may differ from estimated
values reflected in the basic financial statements. SERS private equity investments are categorized into the following
strategies:

e  Buyouts is characterized chiefly by investments in established private or publicly listed firms that are undergoing a
fundamental change in operations or strategy.

e Special Situations is characterized chiefly by investments in funds that acquire distressed companies or companies in
need of restructuring, funds from the secondary market, and funds providing mezzanine financing.

e Venture Capital is characterized chiefly by high-risk investments in new or young companies following a growth path
(early, late, and balanced stage funds) in technology and other value-added sectors.

e Private Credit is characterized chiefly by closed-end (drawdown) limited partnership structures with liquidity events
in five years or more, which may include investment strategies such as direct lending, specialty lending, mezzanine,
and distressed investing.

Real estate limited partnerships are valued at the NAV of the SERS ownership percentage in partners’ capital. The investment
managers use third-party appraisals based on discounted cash flows, recent comparable sales, and current market conditions
to arrive at NAV. For the SERS Value Add/Opportunistic Funds and Core/Core Plus, the NAV is updated by independent
appraisals typically at least every three years by appraisers who meet specific professional qualifications. The appraisal
process involves significant judgment and estimating; thus, the value upon sale of an asset may differ from its appraised
value.

The real estate partnerships’ investments are valued at the NAV. Any assumptions and estimates used in developing the NAV
have been reviewed and approved by valuation committees. Because the investments in such partnerships are generally
illiquid with holding periods lasting seven to ten years, the value realized by the SERS upon disposition may differ materially
from estimated values reflected in the basic financial statements. The following portions of the SERS real estate investments
are valued at the NAV:

e Value Add/Opportunistic Funds utilize greater leverage and development strategies relative to core strategies,
thereby taking higher risks but demand higher returns. Returns are primarily generated from capital appreciation
from opportunistic investments. Strategies for this category of investing can include niche opportunities that are
typically not available in core-style investing. These are closed-end funds.

e Core/Core Plus are a long-term investment in high-quality real estate that generates returns primarily from stable
income producing properties. These are open-end funds.

e Natural Resources/Infrastructure differ from real estate in that they focus on other real assets other than real estate,
but maintain the characteristics of collateralization by hard assets and income-producing potential.

Hedge funds are valued on a monthly basis by general partners based on information provided by underlying hedge fund
investments (if a fund-of-hedge fund structure), third-party administrators, and brokers. Hedge fund investments in limited
partnerships are valued using the NAV of units held at the end of the period based on the fair value of underlying
investments. Hedge funds includes investments designed to provide total returns comparable to the total fund return but
with lower volatility and correlation to other asset classes. Hedge fund investments are designed to provide attractive long-
term, risk-adjusted returns, diversification from equity markets, low beta to equity markets, and downside protection during
prolonged periods of equity market decline. Most investments within this strategy are generally liquid. In general and under
normal market conditions, 80% of most strategies should be able to be liquidated within one year of the withdrawal date.
Hedge fund investments are categorized into the following specific strategies:
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e  Funds-of-Hedge Funds were investments in funds with investment managers who invest in hedge funds. Funds-of-
Hedge Funds provided an additional layer of fiduciary oversight (investment, legal, compliance, and monitoring) with
similar all-in fees as direct investments in hedge funds. The SERS was the only limited partner and was able to make
larger allocations, which lowered fees and improved liquidity terms. The assets are to be sold in an orderly fashion as

market conditions dictate.

e Credit-Focused Strategies are investments that include directional and relative value investments through various
structures, excluding closed-end funds, that may include debt securities, credit derivatives and related instruments,

and/or multi-sector fixed income funds.

e Commodities were investments in funds with investment managers who invest in commodity hedge funds. The SERS

is one of several investors in the fund. Commodities were liquidated during 2017.

e Direct Investments were investments where the SERS and other institutional investors pool their funds with a
manager tasked with incorporating hedge strategies. The assets are to be sold in orderly fashion as market

conditions dictate.

e Absolute Return Strategies were investments intended to produce uncorrelated diversified return streams in the
portfolio to help preserve and enhance the real value of the SERS Fund over long periods of time. The assets are to

be sold in orderly fashion as market conditions dictate.

Commingled fixed income funds are pooled investments in multiple debt-type securities, which are valued at the NAV.
Commingled fixed income funds are calculated using the closing price of the underlying investments and apportioned to the

SERS based on units of ownership.

The SERS has the following investments measured at the Net Asset Value (NAV) as of December 31, 2017:

Unfunded Redemptions Redemption

Fair Value Commitments Frequency Notice Period
Buyouts private equity......ccceeeveeveeeriveenreeennen. S 2,494,681 $ 1,527,163 n/a n/a
Special situations private equity............ceeeen. 615,364 319,544 n/a n/a
Venture capital private equity.....ccccceeveveenneens 900,545 176,064 n/a n/a
Private credit funds private equity.........c......... 12,973 237,027 n/a n/a
Value add/opportunistic funds real estate...... 471,505 236,000 see note (1) see note (1)
Core/core plus real estate......c.cccceevveeeeenneennne 346,638 300,000 Quarterly 60-90 days
Natural resources/infastructure real estate.... 95,032 - Daily None
Funds-of-hedge funds........cccccceeeeviiiiiiiniinnennns 114,130 - see note (2) see note (2)
Credit-focused strategies hedge funds............. 875,665 - Quarterly 95 days
Directinvestments hedge funds...........cceeen. 18,374 - see note (2) see note (2)
Absolute return strategies hedge funds........... 9,473 - see note (2) see note (2)
Commingled fixed income funds 307,545 - Quarterly 30days

Total investmentsat NAV.......cccceeevvvnennnennnens S 6,261,925 S 2,795,798

(1) All funds have no redemption terms except for one requiring 30-days notice, which will be followed by quarterly
redemptions.

(2) The assets are to be sold in an orderly fashion as market conditions dictate.

The SERS also has investments that are not measured at fair value or the NAV, which were excluded from the previous tables.
The SERS owns a portion of the Pennsylvania Treasury Department’s (Treasury Department) short-term investment fund
(STIF). The SERS portion of STIF is valued at cost plus accrued interest, which approximates fair value. The value of the SERS
portion of the STIF was $1,403,112 as of December 31, 2017. Additionally, the SERS has investments that are carried at either

cost or liquidation basis values. These other investments totaled $51,366 as of December 31, 2017.
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NOTES TO THE FINANCIAL STATEMENTS (amounts in thousands) June 30, 2018

NOTE 2 — DEPOSITS, INVESTMENTS AND FINANCIAL INSTRUMENTS WITH OFF-BALANCE SHEET RISK (continued)
Deferred Compensation Program (DCP)

DCP utilizes the fair value hierarchy, which contains three levels, and is based on the valuation inputs used to measure an
asset's fair value.

e Level 1 inputs: are quoted prices in active markets for identical assets or liabilities.

* Level 2 inputs: are quoted prices for similar assets or liabilities in active markets, quoted prices for identical or similar assets
or liabilities in markets that are not active, or other than quoted prices that are observable.

e Level 3 inputs: are unobservable inputs used to measure fair value if relevant observable inputs are not available for the
asset or liability at the reporting date.

Collective investment funds and self-directed brokerage accounts are reported at fair value based on DCP’s ownership
percentage of underlying investments as of the last business day of the calendar year, and are categorized as Level 1. The
collective investment funds comprise two U.S. equity funds, one international equity fund, and one U.S. bond fund. Using a
mix of these funds, DCP offers a balanced fund and three profile funds, which are aggressive, moderate, and conservative.

Debt securities are valued using a matrix pricing technique, and categorized as Level 2. Matrix pricing is used to value
securities based on the securities’ relationship to benchmark quoted prices.

DCP also has investments that are not measured at fair value and are excluded from the following fair value hierarchy tables.
These investments include cash, Short Term Investment Fund, the Treasury Department’s short-term investment fund (STIF),
and a group annuity contract totaling $134,346 for December 31, 2017. The Short-Term Investment Fund and STIF are valued
at cost plus accrued interest, which approximates fair value. The group annuity contract, which is no longer offered to
participants, is valued at contract value, which approximates fair value. Contract value for the group annuity contract
represents contributions made under the contract, plus earnings, less payments made to retirees and terminated
participants.

DCP has the following fair value measurements as of December 31, 2017:

Investments by Fair Value Level Total Level 1 Level 2

Fixed income

Asset Dacked SECUITIES . uuueiieieeieeieeeeeeeeeee e e S 91,287 S - S 91,287
Corporate obligatioNS......ccovviiiiiiiiiiiiiiee e 169,246 - 169,246
Mortgage-backed seCUrities........uuuuuiiiiiiiieeeeeee e, 218,525 - 218,525
Sovereign debt obligations......ccoeeeeiiiiiiiiiiiiiiiici e 10,127 - 10,127
U.S. Treasury obligations 448,749 - 448,749
U.S. private placements.......ccoeuviiiiiiiiiiiinieneeee e 5,622 - 5,622
U.S. government sponsored enterprises......ccccceveeeeerrnnuvnnnennns 59,708 - 59,708
Selfdirected brokerage accounts 118,123 118,123 -
Collective investment funds
U.S. large company stockindex fund.........cccceeeiiiiiiniiiiiiiiinnn, 1,229,894 1,229,894 -
U.S. small/mid companyindex fund.........ccccceeevvivereeniieennnnns 421,944 421,944 -
U.S. bondindexfund.......cccooeeiiiiiiiiiiiiii e, 374,316 374,316 -
International company stockindexfund.........ccccccoevvvniiininnnnns 210,204 210,204 -
Total investments by fair value level..........ccccceeeeccvneeerccnneenn. S 3,357,745 S 2,354,481 S 1,003,264
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NOTES TO THE FINANCIAL STATEMENTS (amounts in thousands) June 30, 2018

NOTE 2 — DEPOSITS, INVESTMENTS AND FINANCIAL INSTRUMENTS WITH OFF-BALANCE SHEET RISK (continued)

Public School Employees’ Retirement System (PSERS)

The PSERS measures and records its investments using fair value measurement guidelines established by generally accepted
accounting principles. These guidelines recognize a three-tiered fair value hierarchy as follows:

¢ Level 1 inputs: Level 1 inputs are quoted prices (unadjusted) for identical assets or liabilities in active markets. A quoted
price for an identical asset or liability in an active market (e.g., an equity security traded on a major exchange) provides the
most reliable fair value measurement and, if available, should be used to measure fair value in that particular market.

e Level 2 inputs: Level 2 inputs are inputs that are observable, either directly or indirectly. Level 2 inputs may include quoted
prices in markets that are not considered active or inputs other than quoted prices that are observable such as interest rates,
yield curves, implied volatilities, credit spreads or market corroborated inputs.

e Level 3 inputs: Reporting entities may use unobservable inputs to measure fair value if relevant observable inputs are not
available, thereby allowing for situations in which there is little, if any, market activity for the asset or liability at the
measurement date. These unobservable inputs are considered Level 3.
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NOTES TO THE FINANCIAL STATEMENTS (amounts in thousands) June 30, 2018

NOTE 2 — DEPOSITS, INVESTMENTS AND FINANCIAL INSTRUMENTS WITH OFF-BALANCE SHEET RISK (continued)

At June 30, 2018, the PSERS had the following recurring fair value measurements:

Investments by Fair Value Level Total Level 1 Level 2 Level 3
Short term

PSERS Short-Term Investment FUNd...........cooeevveeeeeiivieeeeeeennns $ 5,584,103 S 5,584,103 S - S -
Other domestic ShOrt-termM.....ccoeeeiiviiiiiiiieeeeeeeeeceee e 229,596 84,915 144,681 -
International short-term.......cccccceeeeiiieeiiicice e, 24,018 16,677 7,341 -

Fixed income

Domestic asset backed and mortgage backed securities ....... 1,843,721 - 1,839,471 4,250
U.S. government and agency obligations..........ccceveieeeennniiees 1,053,358 1,039,502 13,856 -
Domestic corporate and taxable municipal bonds.................. 1,985,513 297,689 1,687,824 -
International fixed iNCOME........ouueeeiiiiiiiiiieeeeeeeeeee e, 353,011 - 353,011 -

Common and preferred stock

Domestic common and preferred stock..........uuvvvveivvviveverennnnn. 7,159,479 7,159,479 - -

International common and preferred stock..........cccveeeennnne 5,673,188 5,673,157 - 31

Directly owned real estate 602,609 (132,000) - 734,609
Total investments by fair value level $ 24,508,596 S 19,723,522 S 4,046,184 S 738,890

Investments by Net Asset Value (NAV)

Collective trust fUNAS........cvvviiiieeeee e e 14,011,193
Equity real @state . iiiiiieiiieeieeecec e 4,436,628
Private equity alternative investments.........c.ccccoceeineeninnnne 5,950,167
Private debt alternative investments 5,607,778
Venture capital alternative investments.... 1,052,030
Total investments at NAV 31,057,796
Total investments measured at fair value........ccccceeeeererennnnnne $55,566,392
Investment derivative instruments
FUTUTES e e e et e e e e e e eaaes 20,952 20,952
Total return type swaps (108,341) (108,341)
Foreign exchange contracts 68,333 68,333
Options 43,904 43,904
Total investment derivative instruments.........cccceeeeveeeerenennns S 24,848 S 24,848

Debt, equity, and derivative instrument securities classified in Level 1 of the fair value hierarchy are valued using prices
qguoted in active markets for those securities. Debt securities classified in Level 2 of the fair value hierarchy are valued using a
matrix pricing technique. Matrix pricing is used to value securities based on the securities’ relationship to benchmark quoted
prices and recently published security specific trading levels. Short-term securities are carried at cost, which approximates
fair value, unless they have published market prices or quotations from national securities exchanges or securities pricing
services, in which case they are valued at the published market price. Fixed income securities and common and preferred
stocks are generally valued based on published market prices and quotations from national securities exchanges or securities

pricing services. Securities which are not traded on a national securities exchange are valued by the respective fund manager
or other third parties based on similar sales.

For alternative investments, which include private equity, special situation (private debt), venture capital and equity real
estate investments where no readily ascertainable market value exists, management, in consultation with the general partner
and investment advisors, has determined the fair values for the individual investments based upon the partnership’s most
recent available financial information.
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NOTES TO THE FINANCIAL STATEMENTS (amounts in thousands) June 30, 2018

NOTE 2 — DEPOSITS, INVESTMENTS AND FINANCIAL INSTRUMENTS WITH OFF-BALANCE SHEET RISK (continued)

Directly-owned real estate investments are primarily valued based on appraisals performed by independent appraisers and,
for properties not appraised, the present value of the projected future net income stream is used. Real estate owned
investments are reported net of related debt borrowed against the market value of the property. At June 30, 2018 and 2017,
$132,000 in open-ended repurchase agreements were netted against the related property valuation and classified as Level 1.
The agreements are payable at an interest rate equivalent to 1 month LIBOR plus 40 basis points and are collateralized by
certain fixed income investments of the PSERS.

Derivative instruments classified in Level 1 of the fair value hierarchy are valued using observable exchange, dealer, or broker
market pricing.

The Premium Assistance investment assets have the following recurring fair value measurements as of June 30, 2018:

¢ PSERS Short-Term Investment Fund of $5,565 is valued using pricing quoted in active markets for those securities (Level 1
inputs).

e Other domestic short-term investments of $86,140 are valued using a matrix pricing model (Level 2 inputs).

The Health Options Program (HOP) investment assets have the following recurring fair value measurements as of June 30,
2018:

* PSERS Short-Term Investment Fund of $91,094 is valued using pricing quoted in active markets for those securities (Level 1
inputs).

¢ Other domestic short-term investments of $146,404 are valued using pricing quoted in active markets for those securities
(Level 1 inputs).

The Defined Contribution Plan investment assets have the following fair value measurement at June 30, 2018:

PSERS Short-Term Investment Fund of $6,735 at June 30, 2018 is valued using pricing quoted in active markets for those
securities (Level 1 inputs).

The valuation method for investments measured at the NAV per share (or its equivalent) as of June 30, 2018 is presented in
the following table:

Unfunded Redemptions Redemption
Fair Value Commitments Frequency Notice Period
Collective trust funds (1)....ccooveeeeiieeiriieeeiie e $14,011,193 S - see note (1) 0-90 days
EQUity real @State (2)...ccceeeeireeiriiieeeiiee et 4,436,628 2,726,771 see note (2)
Private equity alternative investments (3)......cccccevveeeriuveeennns 5,950,167 3,514,005 see note (3)
Private debt alternative investments (4).......cccccvveeeeeeiereencnnnns 5,607,778 3,175,638 see note (4)
Venture capital alternative investments (5).....cccccoeveuvvvereeenns 1,052,030 538,517 see note (5)
Total investments at NAV $31,057,796 $ 9,954,931

(1) Collective trust fund investments (CTF) consist primarily of domestic and international institutional funds. The fair value of
CTF is based on the reported share value of the respective fund. CTF are managed by state chartered banks for which various
state banking departments have regulatory oversight and investment advisors for which regulatory agencies such as the
Securities and Exchange Commission have regulatory oversight. Investments that are not subject to this oversight are subject
to annual independent audits. Redemption frequency for these assets range from monthly, to quarterly, to annual.

(2) Equity real estate includes real estate funds that invest primarily in U.S., Latin American, European and Asian commercial
real estate. Fund investments can be made across the capital structure of each property venture. The fair value of the
investments in this type have been determined using the NAV per share (or its equivalent) of the System’s ownership interest
in partners’ capital. These investments cannot be easily redeemed. Distributions from each fund may be received as: 1) cash
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NOTES TO THE FINANCIAL STATEMENTS (amounts in thousands) June 30, 2018

NOTE 2 — DEPOSITS, INVESTMENTS AND FINANCIAL INSTRUMENTS WITH OFF-BALANCE SHEET RISK (continued)

flows from operations or 2) return of capital from dispositions. It is expected that the underlying assets of the funds will be
liquidated over the next 7 to 12 years.

(3) Private equity includes U.S. buyout funds and international buyout funds that invest mostly in private companies across a
variety of industries (although they may invest in public companies from time to time). The fair value of the investments in
this type have been determined using the NAV per share (or its equivalent) of the System’s ownership interest in partners’
capital. These investments cannot be easily redeemed. The nature of private equity investments is that distributions are
received through the liquidation of the underlying assets of the fund. The expected holding period of a private equity
portfolio company is 3 to 7 years.

(4) Special situations (Private debt) includes private investment funds that invest across the fixed income capital structure
primarily in North America and Western Europe. The fair value of the investments in this type have been determined using
the NAV per share (or its equivalent) of the PSERS’s ownership interest in partners’ capital. These investments cannot be
easily redeemed. Instead, the nature of the investments in this type is that distributions are received through the orderly
liquidation of the underlying assets of the fund throughout the stated term of the fund. It is expected that the underlying
assets of the funds will be liquidated over the next 3 to 7 years.

(5) Venture capital includes U.S. based private funds, that finance young, relatively small, rapidly growing companies, typically
in either the health care or information technology sectors. The fair value of the investments in this type have been
determined using the NAV per share (or its equivalent) of the PSERS’s ownership interest in partners’ capital. These
investments cannot be easily redeemed. The nature of venture capital investments is that distributions are received through
the liquidation of the underlying assets of the fund. It is expected that the underlying assets of the funds will be liquidated
over the next 5 to 10 years.

Statutory Liquidator Fund

The Statutory Liquidator Fund categorizes its fair value measurements within the fair value hierarchy established by generally
accepted accounting principles, as follows:

¢ Level 1 —Valuations based on unadjusted quoted prices for identical assets or liabilities in active markets;

¢ Level 2 — Valuations based on quoted prices for similar assets or liabilities in active markets or identical assets or liabilities in
less active markets, such as dealer or broker markets; and

e Level 3 — Valuations derived from valuation techniques in which one or more significant inputs or significant value drivers
are unobservable, such as pricing models, discounted cash flow models and similar techniques not based on market,
exchange, dealer or broker-traded transactions.
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NOTE 2 — DEPOSITS, INVESTMENTS AND FINANCIAL INSTRUMENTS WITH OFF-BALANCE SHEET RISK (continued)
The Statutory Liquidator Fund has the following recurring fair value measurements as of June 30, 2018:

Investments by Fair Value Level Total Level 1 Level 2 Level 3

Debt Securities

Corporate obligations.........ccceeeeevieeieeeneennee. S 809,482 S 15,833 S 793,649 S -
U.S. Treasury obligations........cccceeeeeieeeiiennnns 302,201 283,341 18,860 -
Mortgage backed securities.............cceeeeeee. 61,648 5,554 56,094 -
Private placements.....ccccceeerieeenineceinineenn. 52,940 - - 52,940
State and municipal obligations.... 11,984 - 11,984 -
U.S. government agencies........cccceevveeinennnes 38,913 1,872 37,041 -
Asset backed securities........ccoeeeeeiiiivnineennnn, 60,849 6,152 54,697 -
Commercial PAPer....ccceeviieciiiieieeee e eriiiiees 109,640 - 109,640 -
Sovereign debt 15,210 - 15,210 -
Equity Securities
Preferred securities........cccccoeviiiniiiiinnininnne 834 834 - -
Other Securities
ANNUILY o 565 - - 565
Negotiable certificates of deposit................ 4,033 4,033 - -
Treasury group investment(1).......ccccceeeeennne 89,382 - 89,382 -
Mutual FUNdS......cooeeiiiiiinecieee e, 32,857 - - 32,857
Money market mutual funds.........cccuvveeeeenn. 734,501 734,501 - -
Total investements by fair value level........ S 2,325,039 $ 1,052,120 S 1,186,557 S 86,362

(1) The amount is 100% invested in the Treasury Group Consolidated Cash Pool which are made up of20% Level 1 and 80% Level 2.

Debt securities classified in Level 1 of the fair value hierarchy are valued using prices quoted in active markets for those
securities. Debt securities classified in Level 2 of the fair value hierarchy are valued using a matrix pricing technique. Matrix
pricing is used to value securities based on the securities' relationship to benchmark quoted prices.

Equity securities classified in Level 1 of the fair value hierarchy are valued using prices quoted in active markets for those
securities.

Other securities classified in Level 1 of the fair value hierarchy consist of mutual funds valued using prices quoted in active
markets. Other securities classified in Level 2 of the fair value hierarchy consist of Treasury Pooled investments. The
underlying investments for the pools consist of 20% Level 1 securities and 80% Level 2 securities.

Deposit Risks

At June 30, 2018, Commonwealth bank balances of $10,085 were subject to custodial risk because they were uninsured and
uncollateralized. In addition, $13,435 of Statutory Liquidator Fund deposits were subject to custodial deposit risk because
they were uninsured and uncollateralized. The PSERS, through its third party administrator, maintains certain bank deposits
for the operation of its voluntary Health Options Program. These deposits are not required to be collateralized by statute or
policy. These deposits totaled $146,404 at June 30, 2018 and are under the custody of its bank which has an A rating by
Standard and Poor’s (S&P) and an Aa2 rating by Moody’s Investors Service (Moody’s).

Commonwealth of Pennsylvania 96 Governor's Office of the Budget
WWWw.pa.gov www.budget.pa.gov



NOTES TO THE FINANCIAL STATEMENTS (amounts in thousands) June 30, 2018

NOTE 2 — DEPOSITS, INVESTMENTS AND FINANCIAL INSTRUMENTS WITH OFF-BALANCE SHEET RISK (continued)
Cash with Fiscal Agent

Within the business-type activities cash with fiscal agent, the Unemployment Compensation Fund reported $2,751,052 and
within the governmental activities cash with fiscal agent, the General Fund reported $23,457. All of the Unemployment
Compensation Fund and $13,849 of the General Fund’s cash with fiscal agent is held with the Federal Unemployment
Insurance Trust Fund. The remainder of the General Fund’s cash with fiscal agent is held for the purposes of interest
repayment on certificates of participation. The Statutory Liquidator agency fund reported $16,932 cash with fiscal agents.

Restricted Cash

Restricted cash consists of funds held for the payment of debt service interest and principal payments of the Unemployment
Compensation Fund and debt service interest and principal payments and other purposes of the other nonmajor funds, all of
which is collateralized. At June 30, 2018, the reported carrying amount of the Unemployment Compensation Fund and other
nonmajor funds restricted cash and cash equivalents were $463,196 and $4,549, respectively.

Investment Risks

Risk Management Policies: The Treasury Department, which is responsible for the CIP, Tuition Payment and INVEST
Program, has formally adopted a written investment policy. Provisions of the written investment policy and current
management of the investments address custodial credit risk, concentration of credit risk, credit risk, interest rate risk, and
foreign currency risk. Most of the other investing organizations have adopted investment policies intended to reduce the
various risks. Pension trust fund policies limit custodial credit risk to a minimum but are exposed to credit risk, interest rate,
and foreign currency risk. Credit risk is mitigated by following policies to purchase only ‘investment grade’ securities
(Baa/BBB/BBB or better). Interest rate risk policies have been adopted to limit the risk by establishing maximum maturities.
The establishment of policies limiting investment purchases from a single issuer mitigates concentration risk. The individual
risk policies and related disclosures are discussed in greater detail below.

Investments by Type

At June 30, 2018, the Treasury Department and other investing organizations, excluding Statutory Liquidator, Tuition Account
Investment Program, the SERS, DCP and the PSERS, reported a total of $20,208,498 in investments. Cash equivalents
amounting to $268,659, which are held in the CIP and other portfolios, are reported as investments but are not included as
part of fixed income investment disclosures. Excluding cash equivalents, total investments disclosed amount to $19,939,839;
of this amount, excluding equities and alternative investments (52,563,044 and $739,031 respectively), fixed income
investments disclosed amount to $16,637,764.
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NOTE 2 — DEPOSITS, INVESTMENTS AND FINANCIAL INSTRUMENTS WITH OFF-BALANCE SHEET RISK (continued)

The investment types and related amounts are as follows:

Investment Type Amount
AlLErNative INVESTMENTS . ccceeiiiieiiieeeee e eeeeeeee e e eeeeeee e e e e e seeaaeeeeeees S 739,031
Asset backed SECUNTIES.....ciiiiiii i 30,754
Certificates Of dePOSIT ... iieiiei i e ee e 2,491,465
COMMETCIAl PAP O ettt et e e e e e eeanees 7,068,075
Corporate ObliGatioNS.......uuiiiiiiiiiiiiiiee e 1,504,789
EQUITY . ettt ettt e s e et e et e e e e e e e e e 2,563,044
2,690,090
207,370
1,368,787
3,768
Private placemeNnts....ccuuiuiiiiiiiiei e 220,249
Securities lending collateral Pool.......cccuvevveveeeeiviiiiii e 153,485
Sovereign debt 0bligations........cooviviiiiiiiiiiiiiiie e 51,427
State and municipal obligations..........c.uuviiiiiiiieeieiiiicicee e 49,393
U.S. BOVEIrNMENT @8ENCIES .ciuuiiiiiiiiii ettt et 22,753
U.S. government sponsored eNterpriSeS...uuuineaneeeeeeeeeeeeriiiiiiianeeeeas 176,328
U.S. Treasury obligations.........uciieerieeiiiiiiiiiiieii e 599,031
Total investments 19,939,839
Cash equivalents......cccccecceieeiieneiiiiiiinennnnn, 268,659

Total investments and cash equivalents, $ 20,208,498
In addition, at June 30, 2018, all reported investments of the Tuition Account Investment Program, amounting to $2,727,981
consist entirely of mutual funds, $2,661,206, and money market mutual funds, $66,775.

Custodial Credit Risk: Custodial credit risk for investments is the risk that, in the event a counterparty fails to uphold its
agreement to a transaction, with either the Treasury Department, the other investing organizations or the pension trust
funds, they would not be able to recover the value of investment or collateral securities in the possession of an outside party.
In accordance with a contractual relationship between the Treasury Department and its custodial agents, substantially all
investments, where securities are used as evidence of the investment, are held by the custodians in book entry form in the
name of the Commonwealth or the custodian. Similarly, investments of the other investing organizations and the pension
trust funds are almost always registered in the name of the Commonwealth, as the Treasury Department is the statutory
custodian for such investments. The CFA reported at June 30, 2018 $851,704 of deposits and disclosed that due to the
nature of the cash and cash equivalents balances, there is no custodial credit risk. The Tuition Account Investment Program
reported at June 30, 2018 $91,124 of bank investment contracts that are not insured by the FDIC or otherwise covered by
collateral or supplementary insurance. Also, at June 30, 2018, the Statutory Liquidator Fund, an agency fund, owned
investment securities subject to custodial credit risk, in the amount of $1,309,149. Such securities are neither insured nor
registered and are either held by the counterparty or the counterparty’s trust department or agent but not in the name of
the Commonwealth. The investment types and related amounts are as follows:

Investment Type Amount
Asset backed securities . S 60,849
Certificates of dePOSit.......ccuueveviiiiiiiiiiiiiiiiiiiieeeeieees 4,033
Corporate obligations.......ccccvvuiveiiiiiiiiiiiiiiiee e, 687,451
EQUITIES . e 834
Mortgage-backed securities..........cocoveeinnnnnnnnnnnnn. 53,314
Private placements.......cccceeeeiiiiiieieiecceee 146,344
Sovereign debts......cooveeiiciiiiiiiiiiiiiieeee e 15,210
U.S. government agencies.. 38,913
U.S. Treasury obligations.........coeveiiiiiiiiiiiiiiiiiieee 302,201
L] | PR $1,309,149
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NOTE 2 — DEPOSITS, INVESTMENTS AND FINANCIAL INSTRUMENTS WITH OFF-BALANCE SHEET RISK (continued)

Concentration of Credit Risk: Concentration of credit risk is the risk of loss attributed to the magnitude of the government’s
investment in a single issuer. The Treasury Department places a 10% limit on the concentration of investments in any one
fixed income issuer within the CIP, Tuition Payment Fund and INVEST Program. This limitation excludes government-
sponsored enterprises (GSEs), direct obligations of the U.S. Treasury or U.S. government agencies, and repurchase
agreements. The Treasury Department also places a 5% limit on the concentration of investments in one equity issuer within
the CIP. Similarly, to a degree, the five other investing organizations limit exposure to concentration of credit risk. Several of
the other investing organizations have adopted policies, which allow greater than 5% of portfolios to consist of securities
issued by the U.S. Treasury. Among Treasury and other investing organizations, based on total portfolio value of
$19,939,839, the following concentrations existed as of June 30, 2018:

% of Treasury and
Other Investing
Organizations

Issuer Name Amount Portfolio
VaNgUAId...coiiiie et et e et e et etre e e e e e tre e e e e $ 1,506,015 7.5%
GoldmMan Sachs.......ccooviiiieiiiee e $ 1,332,937 6.7%
ISNATES it $ 1,200,374 6.0%

The concentration of credit risk for the Statutory Liquidator Fund is as follows:

% of Statutory
Liquidator
Issuer Name Amount Portfolio
Federated Government Obligations Fund....................... S 486,783 20.4%
Dreyfus Treasury and Agency Cash Management S 246,796 10.3%

Credit Risk: Credit risk is the risk that an issuer or other counterparty to an investment will not fulfill its obligations. The
credit risk of a debt instrument is measured by Nationally Recognized Statistical Rating Agencies (NRSRA) such as Moody's
Investors Service (Moody’s), Standard & Poor’s (S&P), and Fitch Ratings (Fitch). The Treasury Department requires purchases
of CIP assets to be investment grade (Baa/BBB/BBB or better) at the time of purchase. The fixed income portfolio includes a
provision for the asset allocation to allow up to 10% of the portfolio to be in high yield investments. These investments, by
definition, are not restricted to the investment grade requirements and include investments rated at Ba/BB/BB or below.
Generally, the other investing organizations limit exposure to credit risk through policies, which prevents purchasing below
investment grade (Baa/BBB/BBB or better).

At June 30, 2018, $16,637,764 of total Treasury and other investing organization investments of $20,208,498 are fixed
income investments, susceptible to credit quality rating; the remainder is primarily equities $2,563,044, alternative
investments $739,031, cash equivalents, and various deposit accounts of $268,659. Of the Treasury amount susceptible to
credit quality rating, $15,960,474 is rated; ratings are not available for $677,290 of fixed income investments:
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NOTES TO THE FINANCIAL STATEMENTS (amounts in thousands)

June 30, 2018

NOTE 2 — DEPOSITS, INVESTMENTS AND FINANCIAL INSTRUMENTS WITH OFF-BALANCE SHEET RISK (continued)

Moody's Investors Service Amount

$ 1,092,593
3,390,928
509,344
717,595
296,365
98,172
137,862
34,697

153

3,948,078
334,977
989,758

1,030,278
120,159

850
Standard and Poor's subtotal..

Fitch Ratings

2,611,897
2,687
16,233
424,667
40,143

Fitch Ratings subtotal

Rated subtotal......c.ccceeveeniirieennciiiiennccnnennnnns 15,960,474

Unrated subtotal.......cccceeeeeeecervneeneeeeneeneennns

Total fixed income investments....................

6,277,709

6,583,494

3,099,271

677,290

$16,637,764

At June 30, 2018, 3% (S434,772) of rated fixed income Treasury investments of $15,960,474 are rated below investment
grade. Approximately 4% (5677,290) of the fixed income portfolio in Treasury and other investing organizations are not rated
by the NRSRAs. Unrated Fixed Income Investments include securities that did not have a credit rating available from a NRSRA
at June 30, 2018. Among the Tuition Account Investment Program’s mutual fund portfolios, certain mutual funds hold fixed
income investments susceptible to credit quality ratings and all such investments are rated Baa or higher by Moody’s or BBB

or higher by S&P.
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NOTES TO THE FINANCIAL STATEMENTS (amounts in thousands)

June 30, 2018

NOTE 2 — DEPOSITS, INVESTMENTS AND FINANCIAL INSTRUMENTS WITH OFF-BALANCE SHEET RISK (continued)

The pension trust funds may expose themselves to greater credit risk than the Treasury Department or other investing
organizations to meet specific investment objectives. The SERS and DCP fixed income securities (at December 31, 2017),

which are exposed to credit risk, are rated as follows:

Moody's Investors Service® SERS DCP
ABA ..t 383,795 S 96,303
A 527,655 361,915
342,501 134,540
636,802 77,469
BaandbelowW.....cccoeeveviiiiiiiiiiiiiieceenn, 756,291 3,550
Unratedb......................... 39,450 -
Short-terminvestments............ccceeeeevnnnnens 1,402,365 133,264
L= 7 | Y $4,088,859 $ 807,041

a.  The Moody’s rating represents all of the securities that fall within subcategories of the ratings shown in this table. For example, a security

with a rating of Bal is shown as a rating of Ba in this table.
b.  ‘Unrated’ represents securities that were either not rated or had a withdrawn rating.

The PSERS fixed income securities, which are subject to credit risk rating, are listed below using the rating (expressed as S&P
equivalent), available from Fitch, Moody’s, and/or S&P that indicates the greatest degree of risk at June 30, 2018:

Standard and Poor's Equivalent’ Amount

AAA. ..t S 532,128
AA 728,428
A 333,381
BBB....eeeeiiieee et 1,039,962
BBand beloW.........cuuevveevveiieniiiiiiiiieeeeeennn, 392,570
UNFBERA e 12,237,183
U.S. government guaranteed ..o 1,698,960

$ 16,962,612

a. The S&P rating represents all the securities that fall within subcategories of the ratings shown in this table. For example, a security with a

rating of A+ is shown as a rating of A in this table.

b.  ‘Unrated’ securities include $5,553,354 in collective trust funds and $5,687,497 in PSERS Short-Term Investment Fund assets.
c. Represents securities issued by the U.S. government and agency obligations explicitly guaranteed by the U.S. government and not

considered to have credit risk.
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NOTES TO THE FINANCIAL STATEMENTS (amounts in thousands) June 30, 2018

NOTE 2 — DEPOSITS, INVESTMENTS AND FINANCIAL INSTRUMENTS WITH OFF-BALANCE SHEET RISK (continued)
The Statutory Liquidator Fund fixed income securities at June 30, 2018, which are exposed to credit risk, are rated as follows:

Moody's Investors Service Amount
S 69,128
86,829
237,394
233,296
9,603
1,171
2,405
9,109
113,068
762,003

23,357
363,930
109,833

600
78,325
1,926
1,299
3,045
510
582,825

399

35,791

1,697

174
43
— 38104

1,382,932
Unrated subtotal.... 1,007,079

Total fixed income investments................ $2,390,011

The $2,390,011 exceeds the total of investments reported in the Statutory Liquidator statement of fiduciary assets and
liabilities as it also includes certain investments included within the cash with fiscal agents and other assets classifications.

Interest Rate Risk: Interest rate risk is the risk that an investment’s value will change, advantageously or adversely, due to a
change in the absolute value of interest rates. The Treasury Department measures interest rate risk using duration. To limit
Treasury’s exposure to fair value losses arising from rising interest rates, Treasury’s long-term asset allocation diversifies its
fixed income core segment between intermediate duration and longer duration strategies. Duration is a measure of an
investment’s sensitivity to changes in interest rates. The higher the duration, the greater the changes in fair value when
interest rates change. Treasury measures interest rate risk using option-adjusted duration, which takes into account
embedded options affecting cash flows. Other investing organizations use less sophisticated measurements to manage
interest rate risk; several limit the maximum term-to-maturity of investment purchases. Further, to avoid interest rate risk,
the other organizations deliberately hold a given percentage of total investments in very short-term securities to avoid the
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NOTES TO THE FINANCIAL STATEMENTS (amounts in thousands)

June 30, 2018

NOTE 2 — DEPOSITS, INVESTMENTS AND FINANCIAL INSTRUMENTS WITH OFF-BALANCE SHEET RISK (continued)

potential need to sell such securities at a loss. At June 30, 2018, Treasury and other investing organizations’ fixed income
portfolio, excluding Statutory Liquidator Fund and Tuition Account Investment Program, had the following option-adjusted

durations (in years) by investment type:

Amount of Option- Amount of
Securities with Adjusted Securities with

Investment Type Duration Duration no Duration Total
Asset backed securities.........cccceeeiuveereeeecnnnnen.. S 22,426 1.445 8,328 S 30,754
Certificates of deposit.......cccvvvererviviiieeieiennnnnns 2,491,465 0.233 - 2,491,465
Commercial PaPer....ccccececiueeiiiiiiiiirerererreeereees 6,978,181 0.201 89,894 7,068,075
Corporate obligations.........cccvvvvvveveveeeieeeeneeens 1,238,991 4.732 265,798 1,504,789
Money market.......ccccuvvvvvennnnns 2,690,090 0.083 - 2,690,090
Mortgage-backed securities......ccccccceeeeeeennnnn. 195,805 4.394 11,565 207,370
Mutual funds.....coeeeeeiiiiiiiiiiieeeee e, - - 1,368,787 1,368,787
Preferred securities. 2,699 4.572 1,069 3,768
Private placements.....cccccceeviiiiieieieieeeeeeeeeeen, 218,080 3.545 2,169 220,249
Securities lending collateral pool.................... 153,485 0.083 - 153,485
Sovereign debt obligations.........cceevvevveveveninnnns 51,427 1.982 - 51,427
State and municipal obligations.........ccccceveee. 49,393 5.374 - 49,393
U.S. government agencies......cccoeeeeevuneeeennnnnnen. 22,634 3.298 119 22,753
U.S. government sponsored enterprises.......... 174,328 1.606 2,000 176,328
U.S. Treasury obligations.....ccccccevvveeveeeeeenennnnn. 574,031 7.201 25,000 599,031

o] 7 | R $ 14,863,035 1,774,729 $16,637,764

Neither the Statutory Liquidator Fund nor the Tuition Account Investment Program use option-adjusted duration as a means
of managing interest rate risk; the following provides segmented time distribution for the Statutory Liquidator Fund:
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Maturesin Maturesin Maturesin  Maturesin  Maturesin  Maturesin Matures
No Maturity lessthan 1 1to5 6to10 11to 20 21to30 31to40 after 40
Investment Type Matured Date Year Years Years Years Years Years Years Total
Alternative investments.... S - S - $ 10,464 S 22,491 $ 1,490 S 56 $ 2,460 S - S $ 36,961
Annuity. - 565 - - - - - - 565
Asset backed securities - 555 55,975 4,120 100 99 60,849
Cash & equivalents.... 1 7,402 - - - - - 7,403
Certificates of deposit... - - 3,533 500 - - 4,033
Commercial paper......ccoevevieiiinnennene - - 109,640 - - 109,640
Commonwealth investment program.. - 89,382 - - - - - - 89,382
Corporate obligations 55 - 407,774 234,908 31,822 2,941 9,398 553 - 687,451
Equities - 442 - - - - - - 392 834
Money markets 564 789,749 - - - - 1,757 792,070
Mortgage-backed securities.. - 102 6,803 21,635 19,727 5,047 53,314
Mutual funds..... - 32,857 - - - - - - - 32,857
Private placements... 52,940 13,070 63,914 3,589 6,076 2,739 3,081 935 146,344
Sovereign debts - - - 6,149 6,081 2,017 481 - 482 15,210
State and municipal obligations.......... 1,696 1,133 2,908 4,698 438 1,111 11,984
U.S. government agencies - 19,787 18,812 314 - - 38,913
U.S. Treasury obligations - - 255,262 41,791 2,888 - 2,260 - 302,201
Total $ 620 $ 973,337 $ 821,781 $ 445,775 $ 60,015 $ 37,523 $ 37,602 $ 11,549 $ 1,809 $2,390,011
Within the Tuition Account Investment Program, the following mutual funds are exposed to interest rate risk:
Average
Average Effective
Amount Duration Maturity
Vanguard Total Bond Market Il Index Fund Institutional Shares.........ccccccceeciiiiiiiiienieennn. $659,229 6.1years 8.4years
Vanguard Total Bond Market Index Fund Institutional Shares..........cccccevvvviiiiieeeeeennnnnnne 9,949 6.1years 8.4years
Vanguard Short-Term Inflation-Protected Securities Index Fund Institutional Shares..... 61,429 2.6years 2.6years
Vanguard Total International Bond Index Fund Institutional Shares........ccccvvveeeeeeinnnnns 293,914 7.9years 9.4years
Vanguard Federal Money Market FUNd........ooooeeiiiiiiiiiiiiiii e 66,775 N/A 48 days
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NOTES TO THE FINANCIAL STATEMENTS (amounts in thousands) June 30, 2018

NOTE 2 — DEPOSITS, INVESTMENTS AND FINANCIAL INSTRUMENTS WITH OFF-BALANCE SHEET RISK (continued)

Based on specific investment objectives, the pension trust funds may expose themselves to greater interest rate risk than
Treasury or other investing organizations. Several investment choices, which may be selected by the DCP participants,
including the Short-Term Investment Fund, the Stable Value Fund and the U.S. Bond Index Fund, include a variety of fixed
income securities. Each pension trust fund uses option-adjusted duration (in years) as a measure of interest rate risk, as
follows:

Option-
Adjusted
SERS Investment Type Amount Duration
Asset and mortgage backed securities.....cccccceeeeeiiiiiiinnnnnnnn. S 757,763 3.90
Commingled investments funds...........ccooeeeeiiieiiiviniieiiinnnns 307,545 3.80
Corporate obligations... 896,679 5.90
Short term inVestMeNtS...cccoeeeiiiiiiiiiiicee e e, 225,066 n/a
Sovereign debt obligations.......ccccoevvuiieeiiniiiieieiiiiieee e 258,701 7.50
Treasury investment POOL.......cccuevvveeviiiiieieieeeeieeinieee e 1,177,299 0.10
U.S. Treasury obligations.........ccoociviniiiiiiiiieeeeceeeeeee e, 1,855,214 6.60
U.S. government sponsored enterprisSes.....coovvveeeeeeeeeeeeennns 66,718 4.70
U.S. private placements.........coooeiveiiiiiiiiiiiiiieeeeee e 451,270 4.50
L N $5,996,255
Option-
Adjusted
DCP Investment Type Amount Duration
Asset backed SECUNTIES.......covvviiiiiiieiieeiieeee s S 91,287 0.80
Collective investment funds..........cceeeeveeiiiiiiiiciin e, 374,316 6.00
Corporate obligatioNS.......ccoevuiiiiiiiiiiiiee e 169,246 2.30
Mortgage-backed securities.......cccceviviiiiiiiiiiiiiiieeeeeeeeee, 218,525 3.60
Sovereign debt obligations.........cccceeeeeiiiiieccciiiiis 10,127 2.60
Treasury investment POOL..........ueeeveiiiieiiiieieiiinininiiee e 133,264 0.10
U.S. Treasury obligations........ccooeceiiiniiiiiiiiieicecececeee e, 448,749 3.90
U.S. government sponsored enterprises.....ccoocvveeeeeeeeeeeeennns 59,708 1.10
U.S. private placements......ccccccuveieiieeiiiee et S 5,622 6.30
L L | PPN $1,510,844
Option-
Adjusted
PSERS Investment Type Amount Duration
Domestic asset-backed and mortgage-backed securities.... S 1,843,721 2.20
U.S. government and agency obligations..........ccceeeveeeenenenn. 1,053,358 8.10
Domestic corporate and taxable municipal bonds.............. 1,985,513 1.30
International fixed iNCOME........uuvuiiiieiiiiiiiiiiiiiii e, 353,011 1.00
5,553,354 6.60
5,687,497 0.10
486,158 0.10

$16,962,612

Fixed income investment managers enter into futures contracts to adjust the durations of their portfolios as a whole. In
total, futures contracts have adjusted the PSERS'’ total portfolio duration upward by 0.1 at June 30, 2018.

Foreign Currency Risk: Foreign currency risk is the risk that changes in exchange rates will adversely affect the fair value of
an investment. The Treasury Department’s policy requires all investments to be denominated in U.S. dollars, issued under
U.S. laws and regulations, designed for U.S. investors, and traded in U.S. markets. Investment managers may trade in foreign
currencies if investments will be returned to U.S. dollars. The Treasury amounts invested, by currency, are as follows:
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NOTES TO THE FINANCIAL STATEMENTS (amounts in thousands)

June 30, 2018

NOTE 2 — DEPOSITS, INVESTMENTS AND FINANCIAL INSTRUMENTS WITH OFF-BALANCE SHEET RISK (continued)

Preferred

Foreign Currency Equities Securities Total
Australiandollar......cccoeevveveeennnnn. S 11,229 S - S 11,229
British pound sterling.................... 28,382 - 28,382
Canadiandollar.....ccccccceeeiiinn. 15,683 - 15,683
Columbian peso......cccveeeeeevrinnenns 176 18 194
Danish krone ........ 2,869 - 2,869
Euro currency unit 49,255 912 50,167
HongKongdollar .....ccccceevvvniineennnn. 19,518 - 19,518
Hungarian forint.... 94 - 94
Indonesian rupiah.....cccccoevvveeeeeenn. 859 - 859
Israelishekel ...cccovevveeiiniininennnn, 397 - 397
Japanese yen .ooocveeeveeeeeeieee e 38,342 - 38,342
Malaysian ringgit .......ccccoevvvveeeeenn. 1,748 - 1,748
MeXican Peso ......cccevveviieiieeinnnnnnns 1,933 - 1,933
New Zealand dollar.......cccceeuvveeenn. 310 - 310
Philippines peso ......ccccccvvuvreeeeeenn. 762 - 762
Norwegian krone... 145 - 145
Singapore dollar ....ccccoecvvvveeeennnnns 3,257 - 3,257
South Africanrand .......ccccceeeeeeennne 3,748 - 3,748
Swedishkrona ........cccoeeeeeiiiiinnnnnnns 4,236 - 4,236
SWISS franc ...uuvveeveevveerrierveevvervnennnns 12,341 - 12,341
Thailand baht ......cccccceeeiiiiinnnnn. 1,036 - 1,036
Turkish lira....ccoovcieeeeiiniiieeenen 181 - 181

L] 7 | PSRRI $196,501 $ 930 $197,431

Within the Tuition Account Investment Program, equities of $814,169 are exposed to foreign currency risk.
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NOTES TO THE FINANCIAL STATEMENTS (amounts in thousands)

June 30, 2018

NOTE 2 — DEPOSITS, INVESTMENTS AND FINANCIAL INSTRUMENTS WITH OFF-BALANCE SHEET RISK (continued)

Each pension trust fund is exposed to foreign currency risk as part of meeting specific investing objectives or allocations

among different classes of investments.
December 31, 2017 as follows:

The SERS is exposed to foreign currency risk primarily for equity securities at

Short-Term Other Private

Foreign Currency Investments’  Fixed income Equities Investments Real Estate Equity Total
European euro..........c.c........ S 6,797 S 34,674 $ 252,259 $  (11,306) S - $ 273,071 $ 555,495
British pound sterling........... 1,703 47,699 177,538 10,163 - 10,406 247,509
Hong Kongdollar.................. - - 206,105 - - - 206,105
South Korean won 1,502 - 161,969 - - - 163,471
Japaneseyen 99 460 125,265 17,776 - - 143,600
Swiss franc 7,814 - 93,974 (8,600) - - 93,188
Australiandollar.........cc....... 132 12,542 63,652 262 - - 76,588
Swedish krona..................... - - 6,158 17,747 - 50,248 74,153
New Taiwandollar............... 20 - 57,277 - - - 57,297
Mexican peso......cccccevvvrenenee. 203 26,084 26,619 1,404 539 - 54,849
South African rand 401 12,145 37,643 (6,621) - - 43,568
Indonesian rupiah 184 8,869 29,348 - - - 38,401
Canadiandollar......c.ccceeuue.. 286 3,541 33,833 (810) - - 36,850
Brazilianreal....cooovveeeeeeennnn. 458 7,939 21,599 5,925 - - 35,921
Turkishlira.....ccoceeviieeiiennnen. 120 2,321 25,415 5,600 - - 33,456
Danish krone.. 1,041 - 29,016 292 - - 30,349
Norwegian krone.................. 146 - 15,731 12,782 - - 28,659
New Zealand dollar.............. 53 - 13,501 10,412 - - 23,966
Malaysian ringgit................. 112 12,763 9,282 - - - 22,157
Poly ZIOtY..cooeieeieeciiceieee, 287 13,102 1,080 2,967 - - 17,436
Hungarian forint................... - - 10,833 - - - 10,833
Thaibaht.....cccooeevrieviiinnene 18 - 10,027 - - - 10,045
Other currencies (7). 881 16,049 4,030 626 - - 21,586

L] < PN $ 22,257 $ 198,188 $1,412,154 $ 58,619 S 539 $ 333,725 $ 2,025,482

a. Includes receivables and payables as of December 31, 2017 for securities sold and purchased.

One of several investing choices that may be selected by the DCP participants is the International Company Stock Index Fund,
which is a collective investment fund that invests in international stocks in the European, Australian, and Far East Markets
and is managed by an external manager. The fund within the DCP seeks to track the more than 1,000 foreign stocks
representing established companies in 21 countries located in Western Europe and the Pacific Rim. Since the International
Company Stock Index Fund is a collective investment fund, the DCP is indirectly exposed to foreign currency risk through

those underlying securities.

The PSERS is exposed to foreign currency risk for equity and other securities as follows:

Alternative
Investments Currency
Foreign Currency Equities Fixed income and Real Estate Short-term® Hedge Total
=TT Y $ 1,102,053 S 80,144 $ 1,590,146 S 6,907 $ (1,951,095) $ 828,155
British pound sterling........cccccc...... 885,533 8,291 209,662 1,158 (786,747) 317,897
South Korean won..........cccccvvenennne 161,072 - - 1,143 107 162,322
Taiwannewdollar......ccccooeeeeeeennn, 147,945 - - 438 (83) 148,300
South Africanrand.........ccoevvvvueeenns 84,499 9,956 - 204 (383) 94,276
INdiaN rUPEE.....uuveeriiiiiiiiiiieeeeeeeeees 70,039 - - (32) - 70,007
Brazil real....cccccciiiiiiiiiiiiiiiieceeeeeees 54,967 2 - 849 (725) 55,093
Danish krone.......cccccovvviveeeininnnnnn. 126,043 275 - 2,537 (69,691) 59,164
Hong Kongdollar........cccevvveveeeennnns 251,845 - - 338 (198,563) 53,620
Other currencies........ccoeeevveeennnnnnns 2,398,858 135,132 7,358 20,525 (2,459,545) 102,328
TORAlvererereeeeeeeereeerenenenenenenssnes $ 5,282,854 $ 233,800 $ 1,807,166 $ 34,067 $ (5,466,725) $ 1,891,162
a. Includes investment receivables and payables.
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NOTES TO THE FINANCIAL STATEMENTS (amounts in thousands) June 30, 2018

NOTE 2 — DEPOSITS, INVESTMENTS AND FINANCIAL INSTRUMENTS WITH OFF-BALANCE SHEET RISK (continued)

Securities Lending Program

The Treasury Department provides a securities lending program in which the various investments under custody of the
Treasury Department participate. A contract between the Treasury department and its custodian, acting as a lending agent,
provides that the custodian lends securities owned by the participants to independent brokers, dealers and banks, acting as
borrowers in exchange for collateral.

Lending agreements between the custodian and the borrowers require that the custodian receive collateral from the
borrowers in exchange for the securities lent. Securities lent consist of both domestic and foreign equity and fixed income
securities. For securities lent which are not denominated in U.S. dollars or whose primary trading market is located outside
the U.S., the fair value of collateral received must be at least 105% of the fair value of the securities lent. For all other
securities lent, the fair value of the collateral received must be at least 102%. Practically all collateral received consists of
cash. A small portion of collateral received consists of letters of credit, U.S. Treasury, corporate and/or foreign debt
obligations. Collateral is marked-to-market daily. Additional collateral from borrowers is required if the fair value of the
collateral received declines below lending agreement requirements. The lending agent cannot pledge or sell collateral
securities received unless the borrower defaults. Accordingly, neither collateral securities received from borrowers nor the
related obligation to borrowers are reported.

To the extent collateral received consists of cash, the lending agent invests the cash in accordance with reinvestment
guidelines approved by the Treasury Department. At June 30, 2018, 100% of the collateral was invested in overnight U.S.
Government repurchase agreements. Either the lender or the borrower may terminate the loan on demand. Loans are
typically of very short duration, usually overnight. The duration of lending agreements do not match the maturities of the
investments made with the cash collateral. The resulting rate risk is mitigated by the lending agent’s ability to reallocate
loans among program participants.

The program requires that the lending agent indemnify the Treasury Department for all claims, liabilities and costs resulting
from the lending agent’s negligence or intentional misconduct. During the fiscal year ended June 30, 2018, there were no
failures by any borrower to return securities lent or pay distributions thereon. Also, there were no losses resulting from a
lending agent or borrower default and there were no Treasury Department restrictions on the amount of the loans that could
be made.

At June 30, 2018, the total fair value of the securities lent, along with the type of investments lent, were as follows:

uU.s.
Total u.s. Government Sovereign

Securities Treasury Sponsored Corporate Debt Exchange
Fund/Organization Lent Obligations  Enterprises  Obligations Equities Obligations Traded
Deferred Compensation Program..........ccceeveeerenns $ 21,093 S - S 20,936 S 157 S - S - S -
State Employees'Retirement System............. . 619,842 207,785 2,804 34,552 374,194 370 137
Public School Employees' Retirement System......... 96 - - - 96 -
Underground Storage Tank Indemnification Fund.... 26,446 1,297 - 3,301 - - 21,848
Workers' Compensation Security Trust Fund........... 31,122 877 - 11,656 - - 18,589
State Workers' Insurance Fund.........cceeeeeeeneneceeeennens 88,861 67,521 67 9,784 11,295 - 194
Other Postemployment Benefits Investment Pool.. 26,615 - - - - - 26,615
Commonwealth Investment Program..................... 23,708 - - 12,465 7,930 - 3,313
Tuition Payment Fund 14,924 - - 32 2,360 - 12,532

Public School Employees’ Retirement System (PSERS)

The PSERS participates in a securities lending program with a third party agent. Under this program, the lending agent loans
securities (equities, fixed income, and money market instruments) to independent brokers and dealers in exchange for U.S.
dollar cash collateral in an amount not less than 102% of the fair value of any securities loaned. Collateral is marked-to-
market daily. If the fair value of the collateral held falls below the minimum guidelines for securities loaned, additional
collateral is obtained. The lending agent invests the cash collateral in accordance with reinvestment guidelines approved by
the PSERS.
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NOTE 2 — DEPOSITS, INVESTMENTS AND FINANCIAL INSTRUMENTS WITH OFF-BALANCE SHEET RISK (continued)

As of June 30, 2018, the PSERS had no credit risk exposure to borrowers because the amounts the PSERS owed the borrowers
exceeded the amounts the borrowers owed the PSERS. Under the securities lending program, the lending agent provides
indemnification to the PSERS if a borrower fails to return borrowed securities (and the collateral is inadequate to replace the
loaned securities) or fails to pay income distributions on them. The lending agent also provides indemnification to the PSERS
if investment of cash collateral results in investment loss. There were no losses during the fiscal year ended June 30, 2018
resulting from a default of the borrowers or the lending agent. All securities loans can be terminated on demand by either
the PSERS or the borrower, although the average term of the loan is one day. There were no term loans as of June 30, 2018.

Cash collateral is invested in a short-term collateral investment pool that is managed by the lending agent, is segregated from
all other clients of the lending agent, and is not subject to custodial credit risk. The PSERS’s income from securities lending
represents its pro-rata share from participating in the program. The weighted-average maturity of the investments in the
pool was one day at June 30, 2018. During the fiscal year ended June 30, 2018, the mismatch between the maturities of the
investments made with cash collateral and the maturities of the securities loans may have posed some interest rate risk to
the PSERS. In the event of a default, the lending agent may use the collateral to replace the loaned securities. As of June 30,
2018, the fair value of loaned securities was $2,917,358. The fair value of the associated collateral was $2,980,119, all of
which was cash.

Derivative and Other Similar Investments

State Employees’ Retirement System (SERS)

Within narrowly prescribed guidelines, the SERS permits investment advisors to enter into certain derivative and structured
financial instruments primarily to hedge risk and reduce the volatility of its portfolio. Typically, investment managers enter
into foreign exchange contracts to make payment for international investments and to hedge currency risk, futures contracts
to manage interest rate risk, and swaps to more efficiently gain investment exposure in the equity and credit markets.

The SERS is exposed to counterparty credit risk on all open derivative positions. Counterparty credit risk is the risk that a
derivative counterparty may fail to meet its payment obligation under the derivative contract. As of December 31, 2017, the
SERS’ counterparty credit risk was not significant. The SERS mitigates its legal risk on investment holdings including
derivatives by ensuring that all of its legal requirements (indemnification, sovereign immunity, jurisdiction, etc.) are
acknowledged and agreed to in all of the derivatives agreements that it is subject to.

The SERS managers also indirectly hold foreign exchange contracts, futures contracts, and certain swap contracts through its
investments in commingled funds and hedge funds. These funds invest in instruments directly and indirectly to gain foreign
exchange exposure, to synthetically create equity-like returns, and to manage interest rate risk by altering the average life of
the portfolio.

Foreign exchange contracts are agreements to exchange the currency of one country for the currency of another country at
an agreed upon price and settlement date. The investment manager uses these contracts primarily for its international
investments to settle pending trades that occur more than two business days after trade date. The contracts are used by the
investment manager for the purpose of eliminating foreign exchange risk. As a matter of policy, the investment managers
enter into these contracts at their full discretion to protect currency fluctuations. To reduce the risk of counterparty
nonperformance, the investment managers generally enter into these contracts with institutions regarded as meeting high
standards of credit worthiness. The unrealized gain/loss on contracts is included in the SERS net position and represents the
fair value of the contracts on December 31. At December 31, 2017, the SERS had contracts to purchase and sell, by major
foreign currency, as follows:

Commonwealth of Pennsylvania 108 Governor's Office of the Budget
WWWw.pa.gov www.budget.pa.gov



NOTES TO THE FINANCIAL STATEMENTS (amounts in thousands) June 30, 2018

NOTE 2 — DEPOSITS, INVESTMENTS AND FINANCIAL INSTRUMENTS WITH OFF-BALANCE SHEET RISK (continued)

Purchase Unrealized Sell Unrealized

Foreign Currency Contracts Gain/(Loss) Contracts Gain/(Loss)
Japanese yeN...ooooveeeeeeeeeeeciiiens S 17,776 S 87) § - S -
Swedish krona.........cccceeeeevviienennnn. 17,747 161 - -
Norwegian Krone........cccceeeeeeeeennnnne 15,358 (215) 2,576 134
British pound sterling.................... 13,071 135 2,908 (20)
New Zealand dollar.....ccccceeevvuunnnnnn. 10,412 270 - -
European EUro.......ccceeeeeeeeeeccnnennnnns 7,493 54 18,799 (307)
Canadiandollar.....ccccoeeveiievnneennnn. 6,156 167 6,967 (177)
Brazilianreal.....cooocceveeeeeieieciininns 5,925 (97) - -
Turkish lira.....cocoeeeeeeeeneeeeeeiieeeeeeenn, 5,600 (204) - -
Danish Krone.......ccccceveeeeeeeeicccinnnns 3,520 28 3,227 (26)
Polish ZIoty....c.uuvvvieiieieeeeeiiiiiiis 2,967 98 - -
MEXiCan PESO...uvvrrrriereeeeeeeeeeiinannns 1,404 (59) - -
Russianruble......cccccceeeeeiniiniiinnnns 1,252 30 627 (13)
Australiandollar......ccococeviiieeeenenn. 262 2 - -
SWISS franC......ooevvvvvviiiiiiieeeeeeeeeeees - - 8,600 176
South Africanrand.......cccoeeeveeeeeennn, - - 6,621 (708)
L ) - | RN $ 108,943 $ 283 $ 50,325 S (941)

Swap agreements provide for periodic payments between parties based on the change in value of underlying assets, indexes,
rates, and credit worthiness. The SERS uses contracts with multiple counterparties as well as collateral posting requirements
to manage its counterparty credit risk. Credit default swaps are agreements with counterparties to either purchase or sell
credit protection. The SERS managers use credit default swaps to either increase or decrease credit exposure to certain
credit markets. Interest rate swaps are over-the-counter contracts that allow counterparties to exchange a fixed rate liability
for a floating rate liability or vice versa. The SERS managers use interest rate swaps as a cost-effective way of gaining
exposure to certain sectors of the fixed income market. The SERS’ exposure to swap agreements was not significant at
December 31, 2017.

Deferred Compensation Program (DCP)

The DCP, through the Mellon Capital Management (MCM) managed accounts, indirectly holds certain derivative financial
instruments. The derivatives most commonly used by MCM include currency forwards, futures, options, and swaps. MCM
may take long or short positions in derivative instruments for various purposes. The DCP exposure to these instruments was
not significant as of December 31, 2017.

The collective investment funds that the DCP is invested in currently utilize stock index futures and currency forwards. These
instruments are used in the investment management of the collective funds to the extent that their use is consistent with the
specific collective fund’s objective. Derivatives are viewed within the context of the collective fund’s total portfolio. MCM has
instituted policies and procedures designed to ensure that derivative transactions are in keeping with the overall strategy and
that such transactions are properly reviewed and monitored.

MCM may take long or short positions in derivative instruments for, but not limited to, the following purposes: to create or
hedge required exposure; to create or hedge model-driven recommended exposure; as an adjustment to asset exposures
within the parameters set in the collective fund’s investment instructions and guidelines; to achieve transactional efficiency;
to adjust the duration of a fixed income portfolio; if applicable, to achieve the appropriate degree of leverage, as stated in the
collective fund’s investment instructions and guidelines; and to facilitate meeting the collective fund’s objectives.

Public School Employees’ Retirement System (PSERS)

The PSERS enters into a variety of financial contracts, which include options and futures. The PSERS also enters into foreign
exchange positions, such as forward and spot contracts to obtain or hedge foreign currency exposure; swap agreements to
gain exposure to certain sectors of the equity and fixed income markets; collateralized mortgage obligations (CMOs); other
forward contracts, and U.S. Treasury strips. The PSERS is not a dealer, but an end user of these instruments. The contracts are
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NOTES TO THE FINANCIAL STATEMENTS (amounts in thousands) June 30, 2018

NOTE 2 — DEPOSITS, INVESTMENTS AND FINANCIAL INSTRUMENTS WITH OFF-BALANCE SHEET RISK (continued)

used primarily to enhance performance and/or reduce the volatility of the portfolio. The PSERS is exposed to credit risk in the
event of non-performance by counterparties to financial instruments. The PSERS generally enters into transactions only with
high quality institutions. Legal risk is mitigated through selection of executing brokers and review of all documentation. The
PSERS is exposed to market risk, the risk that future changes in market conditions may make an instrument less valuable.
Exposure to market risk is managed in accordance with risk limits set by senior management, through buying or selling
instruments or entering into offsetting positions. The notional or contractual amounts of derivatives indicate the extent of
PSERS’ involvement in the various types and uses of derivative financial instruments and do not measure the PSERS’ exposure
to credit or market risks and do not necessarily represent amounts exchanged by the parties. The amounts exchanged are
determined by reference to the notional amounts and the other terms of the derivatives.

The following table summarizes the aggregate notional or contractual amounts for the PSERS’ derivative financial instruments
at June 30, 2018:

Type of Derivative Notional Value
Futures contracts -1oNg.....cceevveeiiiiiiiiiiieeeeeceeiiice e S 4,638,782
Futures contracts -Short......ccocoeevveeiiieiieiieee e 72,838
Foreign exchange forward and spot contracts, gross...... 5,685,011
Options - puts purchased.......cccccceeiieeiieiiiiiiiiinee e 2,132,285
Swaps -total return type......ccoovviiiiiiiiiiiiiiiiii 7,608,586

Futures contracts are contracts in which the buyer agrees to purchase and the seller agrees to make delivery of a specific
financial instrument at a predetermined date and price. Gains and losses on futures contracts are settled daily based on a
notional (underlying) principal value and do not involve an actual transfer of the specific instrument. Futures contracts are
standardized and are traded on exchanges. The exchange assumes the risk that a counterparty will not pay and generally
requires margin payments to minimize such risk. In addition, the PSERS enters into short sales, sales of securities it does not
presently own, to neutralize the market risk of certain equity positions. Initial margin requirements on futures contracts and
collateral for short sales are provided by investment securities pledged as collateral and by cash held by various brokers.
Although the PSERS has the right to access individual pledged securities, it must maintain the amount pledged by substituting
other securities for those accessed. The value of securities pledged and the amount of cash held at June 30, 2018 represent a
restriction on the amount of assets available as of fiscal year-end for other purposes.

Option contracts provide the option purchaser with the right, but not the obligation, to buy or sell the underlying security at a
set price during a period or at a specified date. The option writer is obligated to buy or sell the underlying security if the
option purchaser chooses to exercise the option. The PSERS generally uses exchange listed currency, index, stock, and futures
options. During FYE June 30, 2018, the PSERS purchased over-the-counter put options on the S&P 500 Index. The fair value of
these option contracts was $43,904 at June 30, 2018.

Foreign exchange contracts involve an agreement to exchange the currency of one country for the currency of another
country at an agreed-upon price and settlement date. To reduce the risk of counterparty non-performance, the investment
managers generally enter into these contracts with institutions regarded as meeting high standards of credit worthiness. The
contracts reported primarily include forwards. The $5,685,011 of foreign currency contracts outstanding at June 30, 2018
consist of “buy” contracts, which represent the U.S. dollar equivalents of commitments to purchase foreign currencies of
$109,143 and “sell” contracts, which represent U.S. dollar equivalents of commitments to sell foreign currencies of
$5,575,868. The unrealized gain on contracts of $68,333 at June 30, 2018, is included in the statement of fiduciary net
position and represents the fair value of the contracts.

Swap agreements provide for periodic payments at predetermined future dates between parties based on the change in
value of underlying securities, indexes, or interest rates. During the year ended June 30, 2018, the PSERS entered into total
return type swaps. Under the total return type swap arrangements, the PSERS receives the net return of certain equity
securities or indexes in exchange for a short-term rate minus a spread or a predetermined fixed charge. The payable on the
total return type swap contracts of $(108,341) at June 30, 2018, is included in the statement of fiduciary net position and
represents the fair value of the contracts. The contracts have varying maturity dates ranging from July 2, 2018 to June 4,
2019.
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NOTES TO THE FINANCIAL STATEMENTS (amounts in thousands) June 30, 2018

NOTE 2 — DEPOSITS, INVESTMENTS AND FINANCIAL INSTRUMENTS WITH OFF-BALANCE SHEET RISK (continued)

The PSERS also invests in mortgage-backed securities (MBS) such as CMOs and MBS forwards to maximize yields. These
securities are sensitive to prepayments of mortgages, which may result from a drop in interest rates. The MBS forwards are
subject to credit risk in the event of nonperformance by counterparties. The fair value of CMOs at June 30, 2018 is $548,512.

The PSERS invests in U.S. Treasury strips which essentially act as zero coupon bonds and are subject to market volatility from
a rise or drop in interest rates.

Through certain collective trust funds, the PSERS also indirectly holds various derivative financial instruments. The collective
trust funds invest in futures and options thereon; forward foreign currency contracts; options; interest rate, currency, equity,
index, and total return swaps; interest-only strips; and CMOs, to enhance the performance and/or reduce the volatility of
their portfolios.
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NOTES TO THE FINANCIAL STATEMENTS (amounts in thousands)

June 30, 2018

NOTE 3 - RECEIVABLES, UNEARNED REVENUE AND DEFERRED RESOURCES

Taxes Receivable: Taxes receivable, by tax type, reported on the statement of net position at June 30, 2018 consisted of the

following:

Statement of Net Position
Governmental Activities

Current Noncurrent Total

Sales and use......... S 872,524 S 127,223 S 999,747
Personal income.... 707,569 555,054 1,262,623
Corporation........... 469,465 147,867 617,332
Liquid fuels............ 315,714 - 315,714
Inheritance............ 397,400 125,719 523,119
Cigarette............... 59,454 - 59,454
Other....cccoeveeiieienn. 44,967 - 44,967

Total....coeeveeeiena.. S 2,867,093 S 955,863 S 3,822,956

Taxes receivable reported on the governmental funds balance sheet and the statement of fiduciary net position at June 30,

2018 consisted of the following:

Balance Sheet-Governmental Funds Statement

General Fund of Fiduciary

Expected to be Collected: Motor Nonmajor Net Position

From License Governmental Fiduciary
September 1, 2018 Fund Funds Funds

By through After Collected by Collected by Collected by
August 31, 2018  June 30, 2019 June 30, 2019 Total August 31, 2018  August 31, 2018 August 31, 2018
Sales and use........ S 675,042 S 197,482 $ 127,223 S 999,747 S - S - s 48,895
Personal income... 399,371 308,198 555,054 1,262,623 - - -
Corporation........... 63,119 406,346 147,867 617,332 - - -
Liquid fuels........... - - - - 315,714 - -
Inheritance........... 170,973 226,427 125,719 523,119 - - -
Cigarette............... 59,454 - - 59,454 - - 13,944
Other....cccceveeennn. 7,529 - - 7,529 - 37,438 2,592
Total..oovveveieneanns S 1,375,488 S 1,138,453 S 955,863 S 3,469,804 S 315,714 S 37,438 S 65,431

On the governmental funds balance sheet, the General Fund taxes receivable of $2,094,316 expected to be collected after
August 31, 2018 is reported as deferred inflows of resources. The total amount of taxes receivable reported on the
governmental funds balance sheet, $2,867,093 (52,513,941 reported in the General Fund, $315,714 reported in the Motor
License Fund, and $37,438 reported in nonmajor governmental funds), expected to be collected from July 1, 2018 through
June 30, 2019 is also reported as current taxes receivable in governmental activities on the statement of net position. The
remaining General Fund taxes receivable of $955,863 reported on the governmental funds balance sheet expected to be
collected after June 30, 2019 is reported as noncurrent taxes receivable in governmental activities on the statement of net
position. All of the revenue associated with the taxes receivable reported in governmental activities on the statement of net
position is reported as tax revenue in governmental activities on the statement of activities.

Loans Receivable: Loans receivable at June 30, 2018 consisted of the following:

Business
Governmental Type
Activities Activities
Commonwealth Nonmajor
General Financing Enterprise
Fund Authority Funds
Economicdevelopment l0ans......ccoeeuiuiiieiiiiiiiiee e, S 52,790 S 315,808 S 86,563
Volunteer fire, ambulance and rescue company loans................. - - 70,063
Environmental program [0ans.....c.couiiiiiiiiiiiiii e 1,952 - -
School district l0aNS. ..o s 17,965 - -
Othernotes and 0aNS......oi e 110 - -
72,817 315,808 156,626
Less: allowance for uncollectible amounts.........cccccooiiiiiiiiiiin... (3,697) (28,039) (8,094)
Loans receivable, Net .. ... S 69,120 S 287,769 S 148,532
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NOTES TO THE FINANCIAL STATEMENTS (amounts in thousands) June 30, 2018

NOTE 3 — RECEIVABLES, UNEARNED REVENUE AND DEFERRED RESOURCES (continued)

The General Fund reported $57,635 in loans due after June 30, 2019, the Commonwealth Financing Authority (a blended
component unit) reported $270,070 in loans due after June 30, 2019, and nonmajor enterprise funds reported $122,921 in
loans due after June 30, 2019.

Uncollectible Receivables: On the statement of revenues, expenses and changes in net position-proprietary funds, the State
Workers’ Insurance Fund reports sales and services net of $10,797 in uncollectible amounts.

Governmental Funds Unearned Revenue: The General Fund, the Motor License Fund, and several nonmajor special revenue
and debt service funds reported unearned revenue. The following chart provides the portion of total receipts which have not
yet been earned as revenue as of June 30, 2018:

Total
General Motor License Nonmajor Governmental
Fund Fund Funds Funds
Unearned revenue............ S 17,664 S 6,943 S 105,144 S 129,751

Deferred Outflows of Resources and Deferred Inflows of Resources: On the statement of net position, governmental
activities and business-type activities reported both deferred outflows of resources and deferred inflows of resources at June
30, 2018. The following chart provides detail about the reported deferred outflows of resources and the deferred inflows of
resources, respectively at June 30, 2018:

Total Total
Governmental Business-type
Deferred Outflows of Resources Activities Activities
RefuNdings Of deDt......c.ocvcuiiiceceee e S - S 2,111
Pension related:
Contributions subsequent to measurement date........ccoceeeeeeececeeceneneseenne, 835,395 35,003
Differences between expected and actual experience.... 233,516 10,647
Net difference between projected and actual earnings on plan investments. 6,735 -
Changes Of aSSUMPLIONS. ...c.ccvviiuirieieirieiee et ettt sa e eenas 690,384 31,526
Changes iN ProPOrtioN.....cccciciecerireierteteestese e ste st et e e esesresaenaens 234,803 11,386
Differences between employer contributions and proportionate share......... 30,128 1,442
Other postemployment benefits related:
Contributions subsequent to measurement date........ccoceeeeeeecreveecenenereenne 673,744 35,341
Net difference between projected and actual earnings on plan investments. 13 -
Total deferred outflows Of rESOUICES......cvvurreerieieeniernerenirenieeeieeenerennes S 2,704,718 S 127,456
Deferred Inflows of Resources
RefUNAINGS OF AEDt.....cvevieieeeiecieteeecete ettt bbb enens S 281,047 S -
Pension related:
Differences between expected and actual experience.........cccevvvevevrecercereeriene 260,591 11,957
Net difference between projected and actual earnings on plan investments. 541,990 25,035
Changes Of ASSUMPLIONS.....ccciviruiirieeieeiste ettt e et be s sesaerene s - -
Changes in ProPOrtioN.......ccceeireresesieeeeete e st e e e et et e e se e e ssanaens 268,113 15,644
Differences between employer contributions and proportionate share......... 21,117 1,031
Other postemployment benefits related:
Net difference between projected and actual earnings on plan investments. 20,266 919
Changes of Assumptions 2,305,288 101,362
Changes in proportion........c.ccceeveeeeuenene 6 -
Total deferred iNflOWs Of FESOUICES.....c.cvvureeirinnireniernerreieenireneennerennens S 3,698,418 S 155,948
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NOTES TO THE FINANCIAL STATEMENTS (amounts in thousands) June 30, 2018

NOTE 3 — RECEIVABLES, UNEARNED REVENUE AND DEFERRED RESOURCES (continued)

On the balance sheet for governmental funds, the General Fund, the Motor License Fund and several nonmajor special
revenue funds reported unavailable revenue as deferred inflows of resources. The following chart provides, per receivable,
the amounts expected to be collected after August 31, 2018 which are reported as deferred inflows of resources:

Total
General Nonmajor Governmental
Fund Funds Funds
Expected to be collected after August 31, 2018:
Taxes receivable...... e S 2,094,316 S - S 2,094,316
Accounts receivable.............. 428,677 176,299 604,976
Due from federal government..........cccccevvevvennene 328,361 328,361

Total deferred inflows of resources.......... S 2,851,354 S 176,299 S 3,027,653

On the statement of net position-proprietary funds, the State Workers’ Insurance Fund, the State Lottery Fund, the State
Stores Fund, the Commonwealth Financing Authority, (a blended component unit), each respectively a major fund, various
nonmajor proprietary funds and the internal service funds reported deferred outflows of resources and deferred inflows of
resources at June 30, 2018. The following chart provides detail about the reported deferred outflows of resources and the
deferred inflows of resources, respectively at June 30, 2018:

State
Unemployment Workers' State State Commonwealth Total Internal
Compensation Insurance Lottery Stores Financing Nonmajor Proprietary  Service
Deferred Outflows of Resources Fund Fund Fund Fund Authority Funds Funds Funds
Refundings of debt S - S - S - S - S 1,540 S 571 S 2,111 S -
Pension related:
Contributions subsequent to measurement date....... 742 - 3,371 28,489 - 2,401 35,003 3,082
Differences between expected and actual experience. 211 669 960 8,121 - 686 10,647 878
Changes of assuUMPLIONS......ceeeererinireeeereririee e 626 1,980 2,842 24,047 - 2,031 31,526 2,597
Changes in proportion 209 663 951 8,048 - 1,515 11,386 869
Differences between employer contributions
and proportionate share. 28 87 125 1,062 - 140 1,442 114
Other postemployment benefits related:
Contributions subsequent to measurement date....... 1,564 2,056 2,983 26,853 - 1,885 35,341 2,188
Total deferred outflows of resources..... e S 3,380 § 5,455 511,232 S 96,620 S 1,540 S 9,229 $127,456 S 9,728
Deferred Inflows of Resources
Pension related:
Differences between expected and actual experience. $ 237 $ 751 S$ 1078 S 9,120 S - S 771 S 11957 $§ 985
Net difference between projected and actual
earnings on plan iNVestments.........ccocceoeueerrereeennes 497 1,572 2,257 19,097 - 1,612 25,035 2,063
Changes in proportion 246 777 1,116 9,443 - 4,062 15,644 1,020
Differences between employer contributions
and proportionate share. 19 61 87 740 - 124 1,031 80
Other postemployment benefits related:
Net difference between projected and actual
earnings on plan investments 4 59 84 727 - 45 919 61
Changes of assumptions 392 6,442 9,153 79,357 - 6,018 101,362 6,705
Total deferred inflows of resources.........cceeerevnenne S 1,395 § 9,662 513,775 $118,484 S - §$12,632 5155948 S$10,914
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NOTES TO THE FINANCIAL STATEMENTS (amounts in thousands) June 30, 2018

NOTE 3 — RECEIVABLES, UNEARNED REVENUE AND DEFERRED RESOURCES (continued)

On the statement of fiduciary net position, the pension (and other employee benefit) trust funds reported deferred outflows
of resources and deferred inflows of resources at June 30, 2018. The following chart provides detail about the reported
deferred outflows of resources and the deferred inflows of resources, respectively at June 30, 2018:

Pension (and Other
Employee Benefit)

Deferred Outflows of Resources Trust Funds
Pension related:
Contributions subsequent to measurement date.........ccceeceevevveieeeeceeceeenenns S 3,721
Differences between expected and actual experience........cccecvvvvererierieriennane. 1,019
Changes of assumptions 3,017
Changes iN ProPOrtioN....cccceiirerecesese ettt sesaeseas 4,639
Differences between employer contributions
and proportionate Share........cerennee e 49
Other postemployment benefits related:
Contributions subsequent to measurement date.........cccceeeeevveveeeecenececeseenne. 1,900
Total deferred oUtflOWS Of FE@SOUICES....cvuvrereririeieiiririerererrerereressnensnees S 14,345

Deferred Inflows of Resources
Pension related:

Differences between expected and actual experience........c.ccecevvvvvrereniereennnne. S 1,144
Net difference between projected and actual earnings on plan investments 2,396
Changes iN ProPOrtioN. ...ttt saeeeas 646
Differences between employer contributions
and proportionate Share........erereee s 71
Other postemployment benefits related:
Net difference between projected and actual earnings on plan investments 64
Changes of aSSUMPLIONS.......ccvcieireciseseseseree ettt ne s 6,951
Total deferred INflOWS Of r@SOUICES....ccevrerieirerieiieirieinreririeseressscasaenes S 11,272
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NOTES TO THE FINANCIAL STATEMENTS (amounts in thousands) June 30, 2018

NOTE 4 — CAPITAL ASSETS

Changes in governmental activities capital assets for the fiscal year ended June 30, 2018 are as follows:

Balance Balance
June 30, 2017 Increases Decreases June 30, 2018
Non-Depreciable Capital Assets:
LN e eseeeeee s e s sesesseseseses e seeeeseseeseseases s s sesreseeresesenes $ 605910 ¢ 2,610 S 100 $ 608,420
Highway right-of-way.... 2,399,728 67,512 - 2,467,240
General construction in Progress.......cceeeeeeeererveseseseeseeseeeenes 980,023 447,722 517,742 910,003
Transportation construction in Progress.......ccccceceeveeneeveenienneenne 3,890,013 3,117,639 2,847,792 4,159,860
Subtotal 7,875,674 3,635,483 3,365,634 8,145,523
Depreciable and Amortizable Capital Assets:
Land iMProVEMENTS.......cicveeieieerierereee sttt ssenes 1,024,706 31,030 1,567 1,054,169
Buildings and building improvements........c.ccccocvceveeievereennenene 7,747,542 290,601 20,323 8,017,820
Machinery and equUIpPMENt.......ccceveveereecereeresere e 1,578,572 128,695 15,455 1,691,812
Highway infrastructure 30,343,763 1,611,778 - 31,955,541
Bridge infrastrUCtUre... ..o 14,955,131 927,244 4,316 15,878,059
Waterway infrastrUCtUre.......ooececeeceeieeenieeseee et 31,755 1,976 - 33,731
Other infrastructure 218,202 1,661 - 219,863
SOTEWAI ...ttt ettt tan 656,022 179,113 1,959 833,176
Other iNtangibIEs.......coveeeeeee e 200 - - 200
Subtotal 56,555,893 3,172,098 43,620 59,684,371
Less accumulated depreciation and amortization for:
Land IMProVEMENTS....cocirirecirieerierireeesesse s ee et sese s e sessenes 421,489 29,851 1,127 450,213
Buildings and building improvements 3,343,272 172,716 13,977 3,502,011
Machinery and equUIpMENt.......ccccevevierieinierinenen e 1,009,055 120,974 13,720 1,116,309
Highway infrastructure 17,513,740 1,260,897 - 18,774,637
Bridge infrastruCture.......couoeeeveseceeeeer e 4,306,492 413,247 1,958 4,717,781
Waterway infrastrUCtUre.......coeeeceeeeeeerecesee e 5,039 666 - 5,705
Other iNfrastrUCtUre.......vcveeceeeeeeecee e 77,084 11,102 - 88,186
SOTEWAIE. .ttt st 289,391 44,945 1,219 333,117
Other iNtangibIES......cccveeeieceeeeeeeece e 200 - - 200
SUDTOTAl...cueevieirietieeeieer e st se e s re e 26,965,762 2,054,398 32,001 28,988,159
Total depreciable and amortizable capital assets, net................... 29,590,131 1,117,700 11,619 30,696,212
Total governmental activities capital assets, Net........ccceeverererenne $37,465,805 S 4,753,183 S 3,377,253 $38,841,735

The decreases in construction in progress represent increases to all Capital Asset classes including Non-Depreciable assets
such as Land and Highway right-of way. For the fiscal year ending June 30, 2018, the amount of the decreases to
construction in progress that resulted in increases to Land and Highway right-of-way totaled $69,804.
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NOTES TO THE FINANCIAL STATEMENTS (amounts in thousands) June 30, 2018

NOTE 4 — CAPITAL ASSETS (continued)

Depreciation and amortization expense, by function, related to governmental activities capital assets for the fiscal year ended
June 30, 2018 is as follows:

Governmental Activities
Capital Assets

Direction and SUPPOITIVE SEIVICES.......covvererirereeeestese e stese e esse e seneeseens S 61,660
Protection of persons and property 133,848
Public education.......ccccceeveeeeieceeeireeeeeeee e 40,446
Health and human services 27,648
ECONOMIC AEVEIOPMENT.....coiiiiriieiiriertetctetetee e st aeee e 48
TraANSPOITATION. c.eiiiiiiceece e s s a e e s re e e e s nanesares 1,765,107
Recreation and cultural enrichment..........ooveeiiciieciecce e 25,641
Total depreciation and amortization eXpense.........coceceverievienieneneneniencnennens S 2,054,398
Changes in business-type activities capital assets for the fiscal year ended June 30, 2018 are as follows:
Balance Balance
June 30, 2017 Increases Decreases June 30, 2018
Non-Depreciable Capital Assets:
15T 3 Vo RSOSSNSO S 209,130 S 11,716 S - S 220,846
General construction in Progress........ocvevevererereeseseseereseseens 14,124 63,266 22,300 55,090
SUBEOTAN e eeeeeseeeee e eseee e eees e ee e ese e eee s eeeeseeeeeee 223,254 74,982 22,300 275,936
Depreciable and Amortizable Capital Assets:
Land IMpProvVemMEeNTS.......cccceeeeiereereereeeeeeeeseeees e resae s e e e sneesens 69,830 11,875 - 81,705
Buildings and building improvements... 432,859 9,166 828 441,197
Machinery and eqUIPMENT........cceeevveveecerieeseeeer et 187,074 5,025 818 191,281
SOTEWAI ..ttt eaas 23,121 1,241 4,117 20,245
Other iNtangibIES.....cvevvirireeeeecre e - - - -
SUBTOTAL . 712,884 27,307 5,763 734,428
Less accumulated depreciation and amortization for:
Land IMProVemMENTS.......cceeeeerieriereeeeeeesese e e sse e seeseeneesens 15,482 3,768 - 19,250
Buildings and building improvements... 207,089 17,211 540 223,760
Machinery and eqUIPMENT.......ccceeevveviereeeeeeeneereeeee e 136,679 11,159 801 147,037
SOTEWAI ..ttt bas 9,607 4,377 4,117 9,867
Other iNtangIbIES.....cvecveieirererereece e - - - -
SUBTOTAL. . 368,857 36,515 5,458 399,914
Total depreciable and amortizable capital assets, net........cccc.... 344,027 (9,208) 305 334,514
Total business-type activities capital assets, net........c.c.ccceuevee.e. S 567,281 S 65,774 S 22,605 S 610,450
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NOTES TO THE FINANCIAL STATEMENTS (amounts in thousands) June 30, 2018

NOTE 4 — CAPITAL ASSETS (continued)

Construction in progress included in governmental activities capital assets at June 30, 2018 includes project information as
follows:

Project Amounts Expended Authorization
Authorization at June 30, 2018 Available

General Construction in Progress:
Capito] COMPIEX...eiveriieiceereeiieeereteeeeee et srere e S 463,115 S 96,961 S 366,154
Department of Corrections Institutions.........ccccceeveeveeevieenene 434,050 393,654 40,396
Educational INStitUtioNS........covveeiiiieieireiceccee e 558,806 178,421 380,385
Environmental Protection..........cceeeeeieceenieenieeeenreeeeeene e 17,209 9,555 7,654
State Parks and FOrestS......oiiiiiiieiiiicieiciree e e 164,795 34,370 130,425
Veterans Homes and Military Armories........ccoceveeeevencenennens 62,994 27,047 35,947
Department of Human Services Institutions........c.c.ccecveuennen. 95,697 81,370 14,327
Transportation Facilities......cceceeeeveececeee e, 108,569 43,932 64,637
Historical and Museum Commission Facilities.........ccceceeeueenn. 11,728 6,681 5,047
State Police FaCilities......coveieiieeiiiiiiiecieececce et 17,237 7,849 9,388
Agriculture Facilities.....ooeoeeeeereecierietesie et 21,135 1,076 20,059
Department of Labor and Industry........cccccoeveeviecieceecieceenen, 751 659 92
(01 T PSR RRSRRSA 721,928 28,428 693,500
Total general construction in progress........ccccceeceeeeceeeennen. 2,678,014 910,003 1,768,011
Highway and Bridge Construction in Progress:..........cceeu... 6,242,252 4,159,860 2,082,392
Total construction iN Progress..... v ceeeeeeereeeeeneeresseseenens S 8,920,266 S 5,069,863 S 3,850,403

The Commonwealth’s initial valuation of governmental activities capital assets was made as of June 30, 1986 using appraisal
and historical cost reconstruction techniques. Subsequent to June 30, 1986, governmental activities capital asset acquisitions
are reported at cost or, for donations or confiscations, at fair value. At June 30, 2018 the remaining amount of governmental
activities capital assets related to the initial June 30, 1986 valuation amounted to $1,496,800. The initial June 30, 1986
valuation did not include highway, bridge or waterway infrastructure. Such infrastructure was first reported in the June 30,
2002 basic financial statements, retroactive to July 1, 1980.
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NOTES TO THE FINANCIAL STATEMENTS (amounts in thousands) June 30, 2018

NOTE 5 — INTERNAL/INTERFUND BALANCES AND TRANSFERS

Statement of Net Position

Internal Balances

In the statement of net position, reported internal balances of ($32,514)/$32,809 for governmental activities/business-type
activities differ by $295 because the State Workers’ Insurance Fund, an enterprise fund, reports for its fiscal year ended
December 31, 2017.

Fund Financial Statements

Interfund Balances

The composition of governmental and proprietary funds interfund balances reported at June 30, 2018 is as follows, with
major fund titles in bold. Aggregate nonmajor governmental funds receivables from other funds and from component units,
respectively, amount to $208,239 and $15,138; aggregate nonmajor enterprise funds receivables from other funds amount to
$2,143; aggregate internal service funds receivables from other funds and from component units, respectively, amount to
$47,194 and $17:

DUE FROM DUE TO
FUND TYPE/FUND OTHER COMPONENT OTHER COMPONENT
PRIMARY GOVERNMENT FUNDS UNITS FUNDS UNITS
General Fund S 97,501 S 166,008 S 275,869 S 247
Special Revenue:
Motor License Fund 5,231 30 67,939 20,975
Tobacco Settlement Fund - - 19,677 -
Public Transportation Trust Fund 160,834 - 20 -
Gaming Fund 18 14,797 22,045 15,000
Environmental Stewardship Fund 86 - 3,105 -
Emergency Medical Services Operating Fund 1,106 - - -
Agricultural Conservation Easement Purchase Fund.........ccccoeieneneneen. 16,088 - - -
Marcellus Shale Fund - - 24,922 -
Multimodal Transportation Fund . - - 36,195 -
Other Funds 11,580 - 5,717 4
Special Revenue subtotal.... 194,943 14,827 179,620 35,979
Debt Service:
Water & Sewer Assistance Bond Sinking Fund.........ccccccceeevinececncneenns - 9 - -
PA Infrastructure Investment Authority Redemption Fund..........c.c.c.c... - 332 - -
Debt Service subtotal.... - 341 - -
Capital Projects:
Capital Facilities Fund 639 - 2,513 -
Keystone Recreation, Park and Conservation Fund........cccccceeevecnennencne 8,279 - 195 -
Growing Greener Bond Fund - - 26 -
Public Transportation Assistance Fund 9,609 - 997 -
Capital Projects subtotal 18,527 - 3,731 -
Enterprise:
Unemployment Compensation Fund 1,765 - 100 -
State Lottery Fund 12,935 - 96,363 -
State Stores Fund 854 - 22,249 -
Commonwealth Financing Authority 69,122 - 695 -
Rehabilitation Center Fund - - 129 -
Philadelphia Regional Port Authority 2,127 - 26 -
Other Funds 16 - 159 23
Enterprise subtotal 86,819 - 119,721 23
Internal Service:
Purchasing Fund 38,153 14 4,389 3
Manufacturing Fund 9,041 3 517
Internal Service subtotal 47,194 17 4,906 3
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NOTES TO THE FINANCIAL STATEMENTS (amounts in thousands)

June 30, 2018

NOTE 5 — INTERNAL/INTERFUND BALANCES AND TRANSFERS (continued)

DUE FROM DUE TO
FUND TYPE/FUND OTHER COMPONENT OTHER COMPONENT
PRIMARY GOVERNMENT FUNDS UNITS FUNDS UNITS

Fiduciary - Pension Trust:
State Employees' Retirement System 14,554 97,786 - -
Deferred Compensation Fund - - 225 -
Public School Employees' Retirement System 7,594 - 1,748 -
Fiduciary - Pension Trust subtotal 22,148 97,786 1,973 -
Total primary government. S 467,132 S 278,979 S 585,820 $ 36,252

DUE FROM DUE TO
DISCRETELY PRESENTED PRIMARY COMPONENT PRIMARY COMPONENT
COMPONENT UNITS GOVERNMENT UNITS GOVERNMENT UNITS

Pennsylvania Turnpike Commission S 16,957 S - S - S -
Pennsylvania Housing Finance Agency - 295 - 122
Pennsylvania Higher Education Assistance Agency.. 3 - - -
Pennsylvania Infrastructure Investment Authority.......coeceveveecccccnnenes 15,015 122 166,319 296
State System of Higher Education 259 - 84 -
Pennsylvania Industrial Development AUthority......cccooeevvrerenniseerenenes - - 4 -
Pennsylvania Convention Center Authority - - 14,797 -
Other component units - - 11 -
Total component units S 32,234  § 417 S 181,215 S 418

The amount of total reported interfund receivables of $778,762 does not agree with total reported interfund payables of
$803,705 at June 30, 2018 due to different fiscal year ends and reporting differences for certain funds included in the fund
financial statements at June 30, 2018. The amount reported for the Pennsylvania Turnpike Commission, a discretely
presented component unit, is reported at its fiscal year ended May 31, 2018; the amounts reported as interfund balances for
the State Employees’ Retirement System and Deferred Compensation Fund, pension trust funds, and the State Workers’
Insurance Fund, an enterprise fund, are reported at their fiscal years ended December 31, 2017. The following presents a
reconciliation of interfund balances reported at June 30, 2018 and those amounts that would have been reported if all funds

reported at the same fiscal year-end:

Governmental Proprietary Fiduciary Component
Funds Funds Funds Units Total
Due from other funds.......ccccceuvvrueneneee. S 287,710 S 129,771 S 18,403 S - S 435,884
Due from pension trust funds............... 23,262 4,242 3,745 - 31,249
Due from component units........cccceueuee. 181,175 17 97,786 417 279,395
Due from primary government............. - - - 32,234 32,234
1) IO $ 492,147 S 134,030 $ 119,934 ¢ 32,651 S 778,762
Reported Interfund Receivables S 778,762
State Employees' Retirement System decrease in receivables from January 1, 2018 through June 30, 2018........ccccevervireenernerreeneeneniennenne (81,347)
Pennsylvania Turnpike Commission increase in receivables from June 1, 2018 through June 30, 2018.......cccecceririrrienerreereeneeeeeereeeeene 4,018
State Workers' Insurance Fund increase in receivables from January 1, 2018 through June 30, 2018 310
Interfund receivables reported as taxes receivable and accounts receivable by fiduciary funds......ccccoeeneiiiinneinecneeeee 80,019
Payroll accrual atJune 30, 2018 - receivables attributable to State Employees' Retirement SyStem.........ccccveireerreninenenencneereeeneenes 49,929
Reconciled Interfund Receivable S 831,691
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NOTES TO THE FINANCIAL STATEMENTS (amounts in thousands) June 30, 2018

NOTE 5 — INTERNAL/INTERFUND BALANCES AND TRANSFERS (continued)

Governmental Proprietary Fiduciary Component
Funds Funds Funds Units Total
Due to other funds......cccoeueveeeeveerrereenenes S 295,783 S 121,883 S 513 S - S 418,179
Due to pension trust funds......c.cccoeunee 163,437 2,744 1,460 - 167,641
Due to component units..... 36,226 26 - 418 36,670
Due to primary government... - - - 181,215 181,215
TOLA e S 495,446 S 124,653 S 1,973 S 181,633 S 803,705
Reported Interfund Payables S 803,705
State Employees' Retirement System increase in payables from January 1, 2018 through June 30, 2018.......ccccovrereeerererenecessinereneenes 1,098
Deferred Compensation Fund decrease in payables from January 1, 2018 through June 30, 2018........cccceeveereirreriesesrnennreressnsssssessseens (28)
Pennsylvania Turnpike Commission increase in payables from June 1, 2018 through June 30, 2018........ccccecveereeerererisnisieeerenesieeeienns 90
State Workers' Insurance Fund increase in payables from January 1, 2018 through June 30,2018 121
Interfund payables reported as accounts payable by fidUCIAry fUNAS ..o ssases 26,705
Reconciled Interfund Payables S 831,691

Advances — Fund Financial Statements

At June 30, 2018, the General Fund reported Advances to Other Funds of $7,475. Specifically, this amount has been
advanced as follows: $2,300 to the State Workers’ Insurance Fund (SWIF), an enterprise fund; $2,175 to the Motor License
Fund and $3,000 to the Medical Marijuana Program Fund, special revenue funds. These amounts have been reported by the
respective owing funds as advances from other funds, except for the SWIF, which reported an advance of $2,410 at its fiscal
year ended December 31, 2017. At June 30, 2018, the Workers’ Compensation Security Fund and the Workers’
Compensation Administration Fund, special revenue funds, reported Advances to Other Funds of $165,750 and $16,500,
respectively; these amounts were advanced to the General Fund and the Uninsured Employers Guaranty Fund, a special
revenue fund. The advance to the General Fund, in the amount of $165,750, is expected to be repaid by July 2019. The
advance to the Medical Marijuana Program Fund, in the amount of $3,000, is expected to be repaid during the fiscal year
ending June 30, 2019. The Underground Storage Tank Indemnification Fund, an agency fund, reported a $67,500 statutory
advance to the General Fund at June 30, 2018; a $7,000 repayment is expected to occur during the fiscal year ending June 30,
2019.

Transfers

A summary of transfers reported for the fiscal year ended June 30, 2018 is as follows, with major fund titles in bold.
Aggregate nonmajor governmental fund transfers from other funds amounted to $1,541,445 during the fiscal year ended
June 30, 2018; aggregate nonmajor governmental fund transfers to other funds amounted to $827,888. Aggregate nonmajor
proprietary fund transfers from other funds amounted to $91,628, while aggregate nonmajor proprietary fund transfers to
other funds amounted to $9,500.

The Commonwealth Financing Authority (CFA), a blended component unit enterprise fund, transferred revenue bond
proceeds in the amount of $403,894 to the General Fund. As prescribed by Act 25 of 2016, the bond proceeds transferred
from the CFA shall be used by the General Fund to reimburse school districts for construction costs. Additionally, CFA
transferred proceeds from the Tobacco Master Settlement Payment Revenue Bonds, Series 2018 in the amount of
$1,500,000 to the General Fund to provide budgetary relief.
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NOTES TO THE FINANCIAL STATEMENTS (amounts in thousands) June 30, 2018
NOTE 5 — INTERNAL/INTERFUND BALANCES AND TRANSFERS (continued)
TRANSFERS TRANSFERS
PRIMARY GOVERNMENT IN out
General Fund $ 2,459,826 $ 1,253,402
Special Revenue:
Motor License Fund 20,797 106,067
Workers' Compensation Administration Fund 2,751 -
Banking Fund - 21,000
Public Transportation Trust Fund 117,946 30,000
Gaming Fund - 324,933
Environmental Stewardship Fund 27,652 42,243
Vocational Rehabilitation Fund 44,889 -
Agricultural Conservation Easement Purchase Fund 14,290 -
State Farm Products Show Fund 5,000 -
Recycling Fund 1,000 15,000
Oil and Gas Lease Fund - 84,787
Hazardous Sites Cleanup Fund 18,826 5,000
Marcellus Shale Fund 35,000 100,354
Insurance Regulation and Oversight Fund - 11,752
State Racing Fund 10,856 -
Fish and Boat Fund 680 25
Multimodal Transportation Fund 30,000 53,959
Other Funds 740 824
Special Revenue subtotal 330,427 795,944
Debt Service:
Capital Debt Fund 1,171,556 -
Growing Greener Bond Sinking Fund 20,480 -
Water and Sewer Assistance Bond Sinking Fund 22,259 -
Water Supply and Wastewater Treatment Sinking Fund 7,884 -
Debt Service subtotal 1,222,179 -
Capital Projects:
Capital Facilities Fund 9,558 105,366
Keystone Recreation, Park and Conservation Fund 78 10,152
Growing Greener Bond Fund - 254
Water Supply and Wastewater Treatment Fund - 199
Public Transportation Assistance Fund - 22,040
Capital Projects subtotal 9,636 138,011
Enterprise:
Unemployment Compensation Fund - 3,000
State Lottery Fund 145,700 250,907
State Stores Fund - 187,600
Commonwealth Financing Authority 293,106 1,914,138
Pennsylvania Infrastructure Bank Fund - 7,500
Philadelphia ReGioNal POIt AUTNOIITY ..cciurcerireieriseiesisssisesisesisesssessssesssssssesssesssssssesssssssessssssssssssssssssssssssssssssss sessssses 91,628 -
Rehabilitation Center Fund - 2,000
Enterprise subtotal 530,434 2,365,145
Total transfers, fund financial statements 4,552,502 4,552,502
Less: net elimination of governmental fund transfers (2,717,791) (2,717,791)
Total transfers, Statement of Activities S 1,834,711 S 1,834,711
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NOTES TO THE FINANCIAL STATEMENTS (amounts in thousands) June 30, 2018

NOTE 5 — INTERNAL/INTERFUND BALANCES AND TRANSFERS (continued)

Primary Government Transactions with Discretely Presented Component Units
Financial Support Provided to:
Major Discretely Presented Component Units

During the fiscal year ended June 30, 2018 (May 31, 2018 for Pennsylvania Turnpike Commission), the Commonwealth
provided financial support to major discretely presented component units, reported by the component units as follows:

State System of Higher Education (appropriations, grants and CONtracts) .......cccceceevveeriiieniveenie e e esee e $ 572,583
Pennsylvania Higher Education Assistance AZENCY (Brants)....ccccccceeeeiiiiieeeiiiieeciieeectreeeecteeeeetaeeeesareeeesneneeennseeas 333,560
Pennsylvania Turnpike Commission (capital CoNtribUtioNS)........ccccuiiiiiiiiiieciiee e e 169,962
Pennsylvania Housing Finance Agency (program income and fEeS).......cccevvuiiiiiiiieeiiie e 23,385
Pennsylvania Infrastructure Investment Authority (operating revenues; capital contributions)..........ccccccvveennee 27,577

Nonmajor Discretely Presented Component Units

During the fiscal year ended June 30, 2018, the Commonwealth provided financial support to nonmajor component units by
appropriations, as follows:

Ben Franklin Technology Development AUROTItY .......cc.uvi e e et e e e e e e aree e S 14,500
Thaddeus Stevens College of TECANOIOZY ........ciiciiii it ae e et e e e neae e eennees 14,273
[T o o il 1 0 o T = o T o 0 41 1Y [ 1RSSR 500

Financial Support Provided to the Commonwealth

During its fiscal year ended May 31, 2018, the Pennsylvania Turnpike Commission incurred additional debt in order to provide
$450,000 to the Public Transportation Trust Fund under the statutory provisions of Act 89 of 2013, Act 44 of 2007, and the
related Lease and Funding Agreement between the Pennsylvania Turnpike Commission and the Commonwealth. Under the
provisions of Act 89 of 2013, the Commonwealth subsequently transferred $30,000 from the Public Transportation Trust
Fund to the Multimodal Transportation Fund.
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NOTES TO THE FINANCIAL STATEMENTS (amounts in thousands) June 30, 2018

NOTE 6 — LONG-TERM OBLIGATIONS — GOVERNMENTAL AND BUSINESS TYPE ACTIVITIES

Governmental Activities

Long-term obligations of the Commonwealth’s governmental activities at June 30, 2018 and changes therein during the fiscal
year ended June 30, 2018 are as follows:
Maturity Bonds

Issue Interest Dates Authorized Balance Balance
GENERAL LONG-TERM OBLIGATIONS Dates Rates Through  But Unissued July1,2017 Additions Reductions June 30,2018
General Obligation Bonds Payable From
Tax Revenues:
Capital Facilities 2007-18 3.00-5.85% 2039 $134,084,410 S 7,458,780 $ 1,205,000 S 1,209,348 S 7,454,432
Disaster Relief - - - 105,908 - - - -
Land and Water Development..........c.veeereeereveneeenens - - - 300 - - - -
Nursing Home Loan Development. - - - 31,000 - - - -
Volunteer Companies Loan... - - - 50,000 - - - -
Vietnam Conflict Veterans
Compensation - - - 3,000 - - - -
Water Facilities Loan - - - 11,500 - - - -
Pennsylvania Economic Revitalization................ - - - 14,000 - - - -
Pennsylvania Infrastructure
Investment Authority 2010-18  3.00-5.85% 2038 35,600 436,460 16,000 123,390 329,070
Local Criminal Justice 3,000 - - - -
Water Supply and Wastewater
Treatment 2007-16  3.00-5.85% 2036 60,370 - 15,745 44,625
Growing Greener 2007-18 3.00-5.85% 2039 - 188,861 26,000 38,732 176,129
Persian Gulf Conflict Veterans
Compensation 13,000 - - - -
Refunding Bonds 2004-17 3.00-5.38% 2031 - 3,871,185 970,030 337,070 4,504,145
Total principal 134,351,718 12,015,656 2,217,030 1,724,285 12,508,401
Unamortized premium on bonds issued.............. 957,387 237,162 280,156 914,393
Unamortized discount on bonds issued.............. (6,552) (1,430) (821) (7,161)
Total general obligation bonds payable............. $134,351,718 12,966,491 2,452,762 2,003,620 $ 13,415,633
Other General Long-Term Obligations
Payable From Tax and Other Revenues:
Installment Purchase Obligations (1). 1,798 2,184 933 3,049
Capital Lease Obligations (1) 98,255 749 2,793 96,211
Self-Insurance---Note 8 (1)(2)... 1,063,229 105,978 131,760 1,037,447
Compensated Absences (1)... . 735,657 514,764 505,139 745,282
oL YT ) 1,117,094 351,816 413,348 1,055,562
Subtotal 3,016,033 975,491 1,053,973 2,937,551
TOTAL GENERAL LONG-
TERM OBLIGATIONS $ 15982524 S 3,428,253 $ 3,057593 $ 16,353,184

Totals may not foot due to rounding.

(1) The reported current liability portion of: Installment Purchase Obligations is $883; Capital Lease Obligations is $3,034; Self-Insurance is
$143,013; Compensated Absences is $146,128; and Other liabilities is $289,581.

(2) The beginning balance for the Self-Insurance liability was adjusted due to the implementation of GASB 75; see Note 8 for additional
information regarding the impact of GASB 75 on Self-Insurance liabilities.

Total principal “Additions” above, amounting to $2,217,030, are equal to bonds issued of $1,247,000 and refunding bonds
issued of $970,030 reported in the governmental funds statement of revenues, expenditures, and changes in fund balances for
the fiscal year ended June 30, 2018.
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NOTES TO THE FINANCIAL STATEMENTS (amounts in thousands) June 30, 2018

NOTE 6 — LONG-TERM OBLIGATIONS — GOVERNMENTAL AND BUSINESS TYPE ACTIVITIES (continued)

The total “Additions” of $2,452,762 for general obligation bonds payable at June 30, 2018 consists of total bond and refunding
bond proceeds of $1,312,896 and, $1,139,866 respectively, for governmental funds (including a premium of $237,162 less a
discount of $1,430).

The total “Reductions” of $2,003,620 for general obligation bonds payable at June 30, 2018 consists of total principal
repayments of $1,724,285 plus $280,156 of bond premium and $821 bond discount that were amortized and posted to bond
interest expense in the statement of activities (unamortized premium in the statement of net position at June 30, 2018 is
$914,393, unamortized discount is $7,161).

The Commonwealth has pledged its full faith and credit for the payment of principal and interest on its general obligation
bonds. The General Fund, the Motor License Fund and the Gaming Fund transferred amounts to debt service funds for general
obligation bond principal and interest payments. During the fiscal year ended June 30, 2018, these three funds transferred
$1,052,329, $91,225 and $28,000 respectively, to the Capital Debt Fund. The Capital Debt Fund reported $1,200,022 (95
percent) of total Debt Service funds principal and interest expenditures of $1,260,659. Typically, except for catastrophic loss
benefits claims, which are funded by motorist violation fines, general long-term obligations other than general obligation bonds
are mostly funded by the General Fund and/or the Motor License Fund. In specific limited instances a variety of individual
funds will fund some obligations. Such instances include capital assets being procured using long-term vendor or other
financing.

Included in “Other” for Other General Long-Term Obligations payable from workers’ compensation insurance carrier
assessments, General Fund, Motor License Fund, and/or other governmental fund tax revenues, investment income and/or
escheated property are the following at June 30, 2018:

Workers' compensation security trust claims......ccccceceeevievnceniencnienennenn, $ 397,320
Catastrophic loss benefits claims.......ccccoceveveceeceeceereeeeeeeee e 66,929
Public Utility Realty Tax Act (PURTA) liability......cccoeeereveirreieeeeeesienns 28,273
Litigation liability - NOTE 14......coueeveeeeeeeeeeeeeeeeeeee et et 31,156
State Insurance FUNd ClaimsS.....cciiiiieieiiniiecce et 7,199
Restricted receipts liability.......cccoeirrenrenieeeee e 1,750
Escheated property liability.......cccceveeeiieeceeee e 384,221
Pollution remediation liability.......ccccoceerrinninnieeee e 138,714

B o - | PP $1,055,562

The Workers’” Compensation Security Trust Fund provides for payment of valid claims under the Workers’ Compensation Law
to individuals whose employers are insured by insolvent insurance carriers. The Catastrophic Loss Benefits Continuation Fund
provides specific benefits to qualifying claimants who sustained severe injuries in motor vehicle accidents. The Public Utility
Realty Tax Act (PURTA) provides for a tax on utility realty property whereby amounts received during the fiscal year are used
as a General Fund revenue source. The Act also provides for payment of a majority of the PURTA revenues as a distribution to
local taxing authorities during the following fiscal year (normally in October). Such payments are appropriated for expenditure
in the following fiscal year and are, therefore, not expendable during the fiscal year the related revenue is received. Escheated
property is held in perpetuity for the rightful owner. The liability represents the estimated property that will ultimately be
claimed. This property may be claimed without the appropriation process. None of the “Other” amounts included in general
long-term obligations at June 30, 2018 are payable with currently expendable available financial resources.

Pollution remediation obligations generally involve groundwater, surface water and/or soil at or adjacent to former
manufacturing/industrial locations. Affected landfills have either received specific contaminants and/or are the source of
leachate, either on-site or affecting adjacent properties. Contaminants include petroleum, chlorinated and/or polycyclic
aromatic hydrocarbons; also, priority pollutant and/or target analyte list metals or lead. Financial responsibility is often
coordinated between the Commonwealth, the Federal Environmental Protection Agency and, from time to time, either private
responsible or potentially responsible parties. Reported obligation amounts do not include instances, or portions of instances,
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NOTES TO THE FINANCIAL STATEMENTS (amounts in thousands)

June 30, 2018

NOTE 6 — LONG-TERM OBLIGATIONS — GOVERNMENTAL AND BUSINESS TYPE ACTIVITIES (continued)

where specific components of a potential remediation effort are not reasonably estimable as of June 30, 2018. The nature of
the remediation activities in such instances is often site assessment, investigation or feasibility studies. Remediation efforts are

typically funded through the Hazardous Sites Cleanup Fund or the Motor License Fund, both special revenue funds.

The Commonwealth’s constitutional debt limit, which allows for the incurrence of debt to be used for capital projects without

electorate approval as specifically itemized in a capital budget, was $68,808,014 as of August 31, 2018, with net debt

outstanding after credit for refunded debt of $10,999,114.

The following tables present annual principal and interest payments for long-term debt outstanding at June 30, 2018:

2019 2020 2021 2022 2023 2024-28
GENERAL OBLIGATION BONDS:
Capital Facilities.....covrerenennee e sanes S 729,308 709,895 670,088 $ 709,639 $ 642,253 S 3,041,557
Disaster Relief.....c e - - - - - -
Land and Water Development.........ccovecerueerecuereunennne - - - - - -
Nursing Home Loan Development........cccoceueeeveveucnccnene - - - - - -
Volunteer Companies Loan.......cocceeeureeecenerieeeecnens - - - - - -
Vietnam Conflict Veterans
Compensation............ - - - - - -
Water Facilities Loan........ - - - - - -
Pennsylvania Economic Revitalization.........cccceeeuene - - - - - _
Pennsylvania Infrastructure
Investment AUthOTity.....cocoovueueuereurenne 29,579 33,255 30,026 40,479 31,632 148,902
Agricultural Conservation Easement
PUPCRAS e ittt - - - - - -
Local Criminal Justice.....covviierniniciriniicnrcee, - - - - - -
Keystone Recreation, Park and
CoNSErvation......cccci s - - - - - -
Water Supply and Wastewater Treatment................. 5,101 4,419 4,409 4,416 4,397 17,154
Growing Greener..... 21,710 21,336 16,034 16,048 14,854 69,217
Persian Gulf Conflict Veterans
Compensation......c......... . - - - - - -
REFUNAING BONGS ..eeveveeeeeeeeeereeeeeeeeesssseess e seseseseseeees 585,260 613,808 625,272 540,599 554,478 2,282,408
Total Principal and Interest................. 1,370,958 1,382,713 1,345,829 1,311,181 1,247,614 5,559,238
Less: Interest Payments. ..., (563,913) (535,333) (495,084) (453,716) (411,134) (1,440,848)
Total General Obligation Bonds........cccovuvurueucucuccnene 807,045 847,380 850,745 857,465 836,480 4,118,390
Other General Long-Term Obligations.... 578,725 204,059 173,423 169,019 165,221 622,336
TOTAL GENERAL LONG-TERM OBLIGATIONS.... $ 1,385,770 1,051,439 1,024,168 S 1,026,484 S 1,001,701 $ 4,740,726
Totals may not foot due to rounding.
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NOTES TO THE FINANCIAL STATEMENTS (amounts in thousands) June 30, 2018

NOTE 6 — LONG-TERM OBLIGATIONS — GOVERNMENTAL AND BUSINESS TYPE ACTIVITIES (continued)

2029-33 2034-38 2039-43 Total

GENERAL OBLIGATION BONDS:
Capital Facilities $ 3,085,305 $ 1,271,874 S 96,783 $ 10,956,702

Disaster Relief - - - -

Land and Water Development.... - - - -

Nursing Home Loan Development.........cccoeeeeeeeeenns - - - -

Volunteer Companies Loan - - - -

Vietnam Conflict Veterans -

Compensation . - - - -

Water Facilities Loan - - - -

Pennsylvania Economic Revitalization........c.ccceeeune - - - -
Pennsylvania Infrastructure -

Investment Authority . 136,541 6,440 - 456,854

Agricultural Conservation Easement -

Purchase . - - - -

Local Criminal Justice. - - - -

Keystone Recreation, Park and -

Conservation . - - - -

Water Supply and Wastewater Treatment................ 16,953 5,106 - 61,955
Growing Greener 66,060 18,222 2,091 245,572

Persian Gulf Conflict Veterans -
Compensation . - - - -

Refunding Bonds 177,455 - - 5,379,280

Total Principal and Interest........cccoeceeeeeeeerenennnn 3,482,314 1,301,642 98,874 17,100,363
Less: Interest Payments (573,033) (115,327) (3,574) (4,591,962)

Total General Obligation Bonds.........ccceeuveverererennne 2,909,281 1,186,315 95,300 12,508,401

Other General Long-Term Obligations.... 409,796 270,147 344,827 2,937,553

TOTAL GENERAL LONG-TERM OBLIGATIONS................ S 3,319,077 $ 1,456,462 S 440,127 $ 15,445,954

Totals may not foot due to rounding.

The Commonwealth routinely leases various facilities and equipment on an ongoing basis. Some of these lease agreements
constitute in-substance purchases (capital leases) whereby the assets being leased are reported as capital assets and the related
liabilities are reported as capital lease obligations. In addition, the Commonwealth routinely acquires certain capital assets
using installment purchase arrangements. The following is a schedule by fiscal year of future minimum payments due for
capital leases and installment purchases, together with the present value of the net minimum lease payments as of June 30,
2018:
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NOTE 6 — LONG-TERM OBLIGATIONS — GOVERNMENTAL AND BUSINESS TYPE ACTIVITIES (continued)

Capital Installment
Lease Purchase
Obligations Obligations
Fiscal Year Ending June 30
$ 7,586 $ 975
7,976 846
8,084 669
8,188 484
2023 s 8,136 273
2024-28...e s 41,756
2029-33 BTN 44,290
2034-38....eee s 18,123 -
Total minimum lease Payments........cccceuverererrenerenencninenenens 144,139 3,247
Less: amount representing estimated
executory costincluded in
MiNiMumM [€ase PAYMENTS....cccovvireeericrrireereierereeeeereenenns - -
Net minimum lease payments and
installment pUrChases.....ccoeveeeeeennssses e 144,139 3,247
Less: amount representing interest. (47,928) (198)
Total Capital Lease and Installment Purchase
Obligations S 96,211 S 3,049

At June 30, 2018, general capital assets included $197,000 of buildings and $2,233 of equipment procured by capital leases. A
total of $25,629 in general capital assets have been procured using vendor-financed installment purchase arrangements.

Refunded Debt Information

During the fiscal year ended June 30, 2018 the Commonwealth issued $970,030 in general obligation bonds, First Refunding
Series of 2017 with an average interest cost of 2.37% to advance refund $999,565 of previously issued general obligation bonds
with average interest rates of 4.7%. The net refunding bond proceeds of $1,136,887 (including bond premium of $169,837),
after payment of underwriting fees and other issuance costs, were deposited in irrevocable trusts to provide for all future debt
service payments on the refunded bonds. As a result, the bonds refunded are considered to be defeased and have been
removed from the Commonwealth’s financial statements. The Commonwealth refunded its previously issued bonds to reduce
debt service payable on its general obligation bonds by $73,364 and to obtain an economic gain of $63,720.

A deferred inflow of resources of $137,966 for net refunding gain was reported in the statement of net position. Bond issuance
costs of $2,479 were reported in the statement of revenues, expenditures and changes in fund balance, as interest and fiscal
charges.

In prior years, the Commonwealth defeased certain general obligation bonds by placing the proceeds of refunding bonds in
irrevocable trusts to provide for all future debt service payments on the refunded bonds. At June 30, 2018, $1,636,355 of
general obligation bonds outstanding that were previously accounted for in the Commonwealth’s financial statements were
defeased through advance refunding.
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NOTE 6 — LONG-TERM OBLIGATIONS — GOVERNMENTAL AND BUSINESS TYPE ACTIVITIES (continued)

Business Type Activities

Tuition Benefits Payable

The reported liability for tuition benefits payable of $1,644,235 of the Tuition Payment Fund, an enterprise fund, at June 30,
2018 is based on several actuarial assumptions, including those related to tuition cost increases, investment experience, income
from account maintenance fees, and program expenses for the Pennsylvania 529 Guaranteed Savings Plan (GSP). The assumed
rate of return on long-term investments is 6.00%.

Changes in tuition benefits payable are as follows:

Current Non
Current
Balance at Balance at Due within Due after
July 1, 2017 Additions Reductions June 30, 2018 One Year One Year
$ 1,640,769 S 226,293 S 222,827 S 1,644,235 S 246,238 $ 1,397,997

Insurance Loss Liability

The reported insurance loss liability of the State Workers’ Insurance Fund (SWIF), an enterprise fund, is primarily based on
historical claims experience. One of the assumptions used to determine the reported liability amount includes using a discount
rate of 2.00% at December 31, 2017 and December 31, 2016. There is uncertainty as to whether the reported liability will be
supported by future claim experience, including payments; this uncertainty must be considered when evaluating the reported
insurance loss liability.

For the calendar years ended December 31, 2017 and 2016, the following summary provides information on prior year reported
insurance loss liability, incurred claims and payments, and current year reported insurance loss liability.

Year Ended Prior Year Incurred Claims Payments Current Year
December 31 Liability Current Prior Current Prior Liability

2017 $1,562,897 $183,256 (541,676) $34,832 $172,175 $1,497,470

2016 $1,604,104 174,305 14,797 34,338 195,971 $1,562,897

The current portion of the total SWIF insurance loss liability is $168,820 and the noncurrent portion is $1,328,650. Additionally,
nonmajor enterprise funds reported a noncurrent insurance loss liability of $496 at June 30, 2018. Total reported current
insurance loss liability amounts to $168,820 and total noncurrent insurance loss liability amounts to $1,329,146 at June 30,
2018.

Compensated Absences Liability

The reported compensated absences liability for the enterprise funds totaled $36,358 at June 30, 2018. Of that amount, the
liability is primarily owed by the State Stores Fund ($29,248), the SWIF ($1,697), and the State Lottery Fund ($2,657). The
following summary provides aggregated information reported for June 30, 2018 compensated absences liabilities; additions
and reductions during the fiscal year ended June 30, 2018 and reported compensated absences liabilities at June 30, 2018:

Liability at Liability at
June 30, 2017 Additions Reductions June 30, 2018
$ 35,874 $ 25,335 $ 24,851 $ 36,358
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NOTE 6 — LONG-TERM OBLIGATIONS — GOVERNMENTAL AND BUSINESS TYPE ACTIVITIES (continued)

The current portion of the total compensated absences liability for enterprise funds is $6,889; the noncurrent portion is
$29,469.

Revenue Bonds Payable

Revenue bond obligations of the enterprise funds (including the Philadelphia Regional Port Authority and the Commonwealth
Financing Authority, blended component units) at June 30, 2018 and changes during the fiscal year ended June 30, 2018 are
as follows:

Maturity
Issue Interest  Dates Balance Balance

REVENUE BONDS PAYABLE Dates Rates  Through July 1, 2017 Additions Reductions June 30, 2018
Philadelphia Regional Port Authority................... 2008 3.00-5.00% 2021 S 16,705 S - S 3870 S 12,835
Unemployment Compensation Fund................ 2012 1.00-5.00% 2024 1,470,100 - 456,810 1,013,290
Commonwealth Financing Authority............... 2005-13 0.55-6.40% 2042 2,260,225 1,899,690 72,205 4,087,710

Total principal obligations..........c.cccceeeurnienee 3,747,030 1,899,690 532,885 5,113,835

Less: unamortized bond discount.............c...... (4,452) - (234) (4,218)

Add: unamortized bond premium.............cc...... 150,816 115,259 55,867 210,208
TOTAL REVENUE BONDS PAYABLE.........cccorunnee $ 3,893,394 $2,014,949 S 5838518 S 5,319,825

The following table presents annual principal and interest payments for long-term debt outstanding for revenue bonds for the
enterprise funds:

2019 2020 2021 2022 2023 2024-28 2029-33

Philadelphia Regional Port Authority........ S 4605 S 4607 S 4607 S - S - S - S -

Unemployment Compensation Fund..... 435,253 310,146 311,210 37,495 - - -

Commonwealth Financing Authority.... 268,176 313,151 311,978 311,755 311,512 1,496,288 1,640,026

Total Principal and Interest.........ccccoveunne. 708,034 627,904 627,795 349,250 311,512 1,496,288 1,640,026

Less: Interest Payments.............oooeeeeveeeee. (235,344)  (214,764) (194,260) (176,640)  (168,697) (730,623) (522,006)

TOTAL PRINCIPAL OBLIGATIONS.......cccevuue S 472,690 S 413,140 $ 433535 S 172,610 S 142,815 S 765665 $1,118,020

2034-38 2039-43 Total
Philadelphia Regional Port Authority........ S - S - § 13,819
Unemployment Compensation Fund..... - - 1,094,104
Commonwealth Financing Authority.... 1,626,065 212,957 6,491,908
Total Principal and Interest.........ccccouue... 1,626,065 212,957 7,599,831
Less: Interest Payments........ccoevvveveveeennnns (230,095) (13,567)  (2,485,996)
TOTAL PRINCIPAL OBLIGATIONS................. $1,395,970 S 199,390 $5,113,835
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NOTE 7 - SHORT-TERM DEBT, NOTES PAYABLE AND OTHER FINANCING OBLIGATIONS

Short-Term Debt

On August 14, 2017, the Commonwealth initiated a Short-Term Investment Agreement (Investment Agreement) between the
Treasury Department’s Short-Term Investments Pool (STIP) and the Office of the Budget for $750,000. The Investment
Agreement is structured as a revolving line of credit, which imposes a market-based rate of return, for the exclusive purpose
of providing revenue for the general purposes of the Commonwealth and such other expenses payable from the General
Fund. The Investment Agreement will provide the benefit, consistent with the public interest, of an alternate means of
financing short-term revenue shortfalls and avoids unnecessary costs and fees otherwise associated with traditional short-
term bond financing. On August 23, 2017, the principal of $750,000 was repaid. Additionally, per the Investment Agreement
the interest calculated of $142 was repaid along with the principal. The Investment Agreement expired on August 23, 2017.

On August 24, 2017, the Department of Transportation entered into a Memorandum of Understanding (MOU) with the Office
of the Budget establishing a line of credit (LOC) for $241,000 between the Motor License Fund (MLF) and the General Fund.
The LOC is a revolving line of credit that permits the General Fund to borrow monies only to be used to pay expenditures of
state monies from the General Fund during fiscal year 2017-18. None of the borrowed monies may be used for federal
expenditures. The LOC establishes an interest rate based on the monthly rate of return earned by the Department of
Treasury’s Short-Term Investment Pool (Pool 999) and will be calculated on a daily basis by multiplying the principal amount
of the LOC outstanding by the Pool 999 Average Weighted Yield month-to-date rate applicable to each day of the period from
the date of the first draw through the date of repayment. Pursuant to the terms of the MOU the General Fund received
$241,000 from the MLF on August 24, 2017. On February 28, 2018 the principal of $241,000 was repaid. Per the MOU the
calculated interest of $1,554 was repaid on March 15, 2018. The MOU expired when the final payment was made, March 15,
2018.

On October 13, 2017, the Commonwealth initiated an Investment Agreement between the Treasury Department’s STIP and
the Office of the Budget for $700,000. The Investment Agreement is structured as a revolving line of credit, which imposes a
market-based rate of return, for the exclusive purpose of providing revenue for the general purposes of the Commonwealth
and such other expenses payable from the General Fund. The Investment Agreement will provide the benefit, consistent
with the public interest, of an alternate means of financing short-term revenue shortfalls and avoids unnecessary costs and
fees otherwise associated with traditional short-term bond financing. On October 18, 2017, the principal of $700,000 was
repaid. Additionally, per the Investment Agreement the interest calculated of $99 was repaid along with the principal. The
Investment Agreement expired on October 20, 2017.

On October 26, 2017, the Commonwealth initiated an Investment Agreement between the Treasury Department’s STIP and
the Office of the Budget for $1,800,000. The Investment Agreement is structured as a revolving line of credit, which imposes
a market-based rate of return, for the exclusive purpose of providing revenue for the general purposes of the Commonwealth
and such other expenses payable from the General Fund. Advances to the General Fund related to the Investment
Agreement occurred on October 27, 2017 for $100,000 and on November 1 for $200,000. On November 6, 2017, the principal
of $300,000 was repaid. Additionally, per the Investment Agreement the interest calculated of $51 was repaid along with the
principal. On November 15, 2017 the Treasury advanced $1,200,000 to the General Fund related to the October 26%
Investment Agreement. The Office of the Budget authorized the transfer of $600,000 in funds on November 20, 2017 to
retire $600,000 of the outstanding advance on the November 15" STIP investment. In addition to the $600,000 principal
repayment, $76 of interest was also paid. On December 15, 2017 the Treasury advanced $600,000 to the General Fund
related to the October 26, 2017 Investment Agreement. The Office of the Budget authorized the transfer of $600,000 in
funds on December 21, 2017 retire the $600,000 advance. In addition, interest of $111 was also paid. The remaining
$600,000 of the October 26™ advance was repaid on February 21, 2018. Additionally, per the Investment Agreement the
interest calculated of $1,933 was repaid along with the principal. The Investment Agreement expired on April 2, 2018.
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NOTE 7 — SHORT-TERM DEBT, NOTES PAYABLE AND OTHER FINANCING OBLIGATIONS (continued)

Balance Balance
July 1, 2017 Additions Reductions June 30, 2018
STIP s - S 3,550,000 $ 3,550,000 S -
Mou S - S 241,000 S 241,000 S -

Other Financing Obligations

Pursuant to applicable Commonwealth laws, the Underground Storage Tank Indemnification Fund (USTIF), an agency fund,
advanced $67,500 to the General Fund. There were no borrowings from, or repayments to, the USTIF during the fiscal year
ended June 30, 2018, as follows:

Balance Balance
July 1, 2017 Additions Reductions June 30, 2018
Principal S 67,500 S - S - S 67,500

Based on several contractual agreements between the Commonwealth, the City of Philadelphia (City), and the Pennsylvania
Convention Center Authority (PCCA), a discretely presented component unit, the Commonwealth is financially obligated for
debt service principal and interest payments for certain bonds issued by a public financing authority in connection with the
PCCA premises in Philadelphia, Pennsylvania. Total debt service requirements for the bonds at June 30, 2018 are as follows:

Total
Other Financing
Fiscal Year Ending June 30 Obligations

2019 S 13,956
2020 18,726
2021 19,483
2022 19,396
2023 e 19,313
2024-28...oeeereeeee s 70,243
2029-33.. s 118,378
2034-38...coeeiceeeeee e 129,609
2039-40...ciiceeeeeee e 25,227
Total principal and interest................. 434,331
Less: interest .....ccceveeeveevvervesnennene (216,091)
Total Principal....c.ccceueeieenereenceeeannns S 218,240

Total bond interest payments made during the fiscal year ended June 30, 2018 amounted to $13,956 and were financed by
$9,072 from the City (in the form of an annual service fee), and $4,884 from the U.S. Treasury (in the form of a Build America
Bonds interest subsidy for Series B of the bonds).

Through June 30, 2039, the Commonwealth anticipates that the City will remit $15,000 each fiscal year to the bond trustee,
to be applied first to bond principal and interest payments due during each fiscal year amounting to a total of $300,000; a
total of $80,516 of Build America Bonds Series B interest subsidy that will be paid to the bond trustee; the bond trustee will
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NOTE 7 — SHORT-TERM DEBT, NOTES PAYABLE AND OTHER FINANCING OBLIGATIONS (continued)

apply Debt Service Reserve fund income of $20,871; and the Commonwealth will appropriate a maximum amount of $32,944
to be financed by the Gaming Fund under the provisions of Act 53 of 2007 to finance total bond principal and interest
payments of $434,331 at June 30, 2018. Amounts to be financed by the Gaming Fund under the provisions of Act 53 of 2007
are established each fiscal year and will vary based on bond trustee investment income and other amounts due under the
bond trust indenture and other contractual agreements. No Gaming Fund payment was required for the fiscal year ended
June 30, 2018.

On January 30, 2018, the Commonwealth entered into a long-term financing agreement. The term of the agreement is for 29
years with a one time, lump-sum net payment of $200,000 paid to the Commonwealth. This agreement was securitized with
an issuance of certificates of participation on April 26, 2018. The Commonwealth will make semi-annual payments on the last
day of June and the last day of December in accordance with the amortization schedule. Interest will accrue on the principal
amount payable by the Commonwealth per the established rates. The interest due through June 30, 2019 was capitalized
with the escrow agent. No additional principal or interest will be due for the 2018-2019 fiscal year. The first payment will be
due in December 2019.

The semi-annual payments are to be made solely from funds appropriated by the General Assembly. The certificates of
participation are not secured by a pledge by the Commonwealth of the Commonwealth’s full faith, credit and taxing power.
The other financing obligation at June 30, 2018 consists of $201,115 in principal and $15,535 in unamortized premium. The
tables for the balances and changes in the obligation as of June 30, 2018 and the annual principal and interest payments are
as follows:

Maturity Beginning Beginning
Interest Dates Balance July Balance July
CERTIFICATES OF PARTICIPATION Issue Date Rates Through 1,2017 Additions  Reductions 1,2018
Certificates of Participation Payable From
Apppropriation:

SEries A 0f 2018 4/26/2018 3.63-5.85  7/1/2046 - 201,115 - 201,115
Total principal...... - 201,115 - 201,115
Unamortized premium on certificates issued........o.e.. - 15,535 - 15,535
Total certificates of participation payable 216,650 - 216,650
Other Financing Obligations: 0019 2020 202 202 2083 00428 202933 203438 203943 204446 Total
Certificates of Participation (Principal and Interest) 9508 13253 13256 134 13253 66271 66277 66,200 66,285 39766 367,403
Less: Interest payments (9508)  (9508)  (9321) (9124)  (8918) (4LALY)  (34252) (26305 (15260) (2981  (166,288)
Total Certificates of Participation 0 345 3935 4130 4335 25160 32025 39975 51005 36,785 204115
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NOTE 8 — SELF-INSURANCE LIABILITIES

The Commonwealth is self-insured for statutory workers’ compensation, which includes indemnity and medical benefits
(employee disability), for its employees injured on the job. The Commonwealth is also self-insured for annuitant
medical/hospital claims and for tort liability claims. Major tort risks include automobile, employee, and general torts. For
property losses, the Commonwealth has a $1,000 retention with excess commercial insurance coverage up to $1,000,000 per
occurrence. The Commonwealth is also self-insured for claims against the Department of Transportation (transportation
claims). The Commonwealth has established various administrative policies that are intended to avoid or limit the
aforementioned risks. Accrued liabilities for statutory workers’ compensation and annuitant medical/hospital claims are
established based on reserves computed from the Commonwealth’s claim experience; such claims are not discounted and do
not include non-incremental claims adjustment expenses.

Accrued liabilities for tort and transportation claims are established based on reserves computed from the Commonwealth’s
claim experience; such claims are not discounted and do not include non-incremental claims adjustment expenses. These
liabilities include liabilities for allocated claim adjustment expenditures/expenses and include salvage and subrogation.
Salvage and subrogation were not material for the fiscal year ended June 30, 2018. No accrued liability has been reported for
property losses under self-insurance.

There were no reductions in commercial insurance coverage during the fiscal year ended June 30, 2018. No settlements
exceeded commercial insurance coverage during any of the past three fiscal years.

At June 30, 2018, none of the $1,037,447 of accrued self-insurance liabilities for governmental activities were payable from
current expendable available financial resources. The governmental activities liabilities are primarily owed by the General
Fund ($811,302) and the Motor License Fund ($186,879). Business-type activities liabilities are primarily owed by the State
Lottery Fund ($2,383), the State Workers’ Insurance Fund ($1,516), and the State Stores Fund ($59,304), all enterprise
funds. All accrued self-insurance liabilities at June 30, 2018 are summarized as follows:

Governmental Activities Business-Type Activities

Current Non-Current Current Non-Current

Employee disability.......c..ccu........ S 124,514 S 781,758 S 9,057 S 56,872
Automobile tort.........ccceeeeeeernnen. 3,250 8,403 - -
Employee tort......ccecevereneneenne. 5,750 43,533 - -
General tort.....ccveeeeeeeiceeeceeenne, 500 12,320 - -
Transportation.......cccceeceerveennene 9,000 48,419 - -
Totals..ocveeeeeeeeecereee e S 143,014 S 894,433 S 9,057 S 56,872

*Note: The Commonwealth implemented GASB Statement 75 for fiscal year ending June 30, 2018, Accounting and Financial
Reporting for Postemployment Benefits Other Than Pensions, as a result the Annuitant medical/hospital liability that was
previously reported in Note 8 is reported in the Plan. See Note 10 for OPEB related information.
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NOTE 8 — SELF-INSURANCE LIABILITIES (continued)

The following summary provides aggregated information on June 30, 2017 reported self-insurance liabilities; incurred claims
and payments during the fiscal year ended June 30, 2018 and reported self-insurance liabilities at June 30, 2018:

June 30, Incurred June 30,
2017 Claims Payments 2018
[ [ ]

Liability Current Prior Current Prior Liability
Employee disability.......... S 974,133 $ 80,813 S 24,149 S 9,462 S 97,432 S 972,201
Automobile tort............... 11,859 3,936 (660) 1,249 2,233 11,653
Employee tort................... 64,713 11,691 (21,503) 147 5,471 49,283
General tort......cceveeennene 12,768 1,180 (261) 49 818 12,820
Transportation................. 57,613 7,699 (1,066) 474 6,353 57,419
[ o] =1 K $ 1,121,086 $ 105,319 S 659 S 11,381 $ 112,307 $ 1,103,376

The beginning balance from the prior year reflects the change in reporting the Annuitant medical/hospital in the OPEB Plan,
see *Note above.

The following summary provides aggregated information on June 30, 2016 self-insurance liabilities; incurred claims and
payments during the fiscal year ended June 30, 2017; and reported self-insurance liabilities at June 30, 2017:

June 30, Incurred June 30,
2016 Claims Payments 2017

Liability | Current Prior . Current Prior | Liability
Employee disability....cc.oc.ereerrverennrrnn. $§ 970214 § 75088 S 39,002 $ 923  §$100935 S 974,133
Annuitant medical/hospital*............. 32,326 798,438 - 803,035 - 27,729
Automobile tort 11,111 3,064 820 725 2,411 11,859
EMployee tort......ocervverreienrernsierenns 52,692 19,163 (4,114) 8 3,020 64,713
General tort .o 11,572 1,243 803 46 804 12,768
Transportation........cc..eeeeveeeeveessvennns 65,803 9,068 (10,483) 407 6,368 57,613
TOtAlS o vvvverrrvrecssress e ssesssseaee $1,143,718  $ 906,064 S 26,028 5 813,457 S 113,538  $1,148,815

See *Note regarding Annuitant medical/hospital
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NOTE 9 - PENSION

Pension Systems

Commonwealth laws established contributory defined benefit pension plans covering substantially all Commonwealth and
public school employees. Generally, Commonwealth employees are members of the State Employees’ Retirement System
(SERS) and public school employees are members of the Public School Employees’ Retirement System (PSERS). Both the SERS
and the PSERS are reported as pension trust funds classified as fiduciary fund component units. The SERS and the PSERS issue
stand-alone, audited financial statements which are available at www.sers.pa.gov and www.psers.pa.gov, respectively.
Written requests for the SERS or PSERS financial statements should be directed to the following addresses:

State Employees’ Retirement System Public School Employees’ Retirement System
30 North Third Street, Suite 150 Bureau of Communications
Harrisburg, PA 17101-1716 P.O. Box 125

Harrisburg, PA 17108-0125

Total Net Pension Liability, Deferred Outflows of Resources, Deferred Inflows of Resources and Net Pension Expense
— SERS and PSERS

Below is an aggregation of the total net pension liabilities, deferred outflows of resources, deferred inflows of resources, and
net pension expense for both SERS and PSERS plans.

SERS PSERS Total
Net Pension Liability......cccccoeeeiiiiinnnnnn. S 14,261,464 S 290,651 S 14,552,115
Deferred outflows of resources............ S 2,071,160 $ 49,805 S 2,120,965
Deferred inflows of resources.............. S 1,143,488 S 1,990 S 1,145,478
Net Pension eXpense.......ccccceeeeuvvnnneen. S 2,011,160 S 33,667 S 2,044,827

State Employees’ Retirement System

Plan Description: The SERS is the administrator of a cost-sharing multiple-employer defined benefit retirement plan
established to provide pension benefits for Commonwealth employees and certain other organizations. At December 31,
2017 there were 102 employer state agencies and other organizations participating in the SERS.

Retirement Benefits: Article Il of the Pennsylvania Constitution provides the General Assembly the authority to establish and
amend plan benefit provisions. The SERS provides retirement, death, and disability benefits. Prior to Act 2010-120 (Act 120),
employees who retire at age 60 with three years of service, or with 35 years of service if under age 60, are entitled to a
normal annual retirement benefit. Members of the General Assembly and certain employees classified in hazardous duty
positions can retire with full benefits at age 50, with at least three years of service. Act 120 preserved all benefits in place for
existing members, but mandated a number of benefit reductions for new members effective January 1, 2011. The benefit
reduction included a new class of membership that accrues benefits at 2% of their final average salary instead of the previous
2.5%. The new vesting period changed from five to 10 years of credited service, and the option to withdraw lump sum
accumulated employee contributions was eliminated. The new normal retirement age is 65 for most employees and age 55
for members of the General Assembly and certain employees classified in hazardous duty positions.

Most members of the SERS, and all covered employees hired after June 30, 2001 and prior to January 1, 2011 (except State
Police officers and certain members of the judiciary and legislators), are Class AA members, pursuant to Act 2001-9 (Act 9),
signed into law on May 17, 2001. Among other things, Act 9 provides for general annual retirement benefits of 2.5% of the
member’s highest three-year average salary (final average salary) multiplied by years of service. State police troopers are
entitled to an annual benefit equal to a percentage of their highest annual salary (excluding their year of retirement). The
annual benefit is 75% of salary for 25 or more years of service and 50% of salary for 20-24.99 years of service. Judges are
entitled to a benefit of 4% of final average salary for each of the first 10 years of service and 3% for subsequent years. District
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NOTE 9 - PENSION (continued)

Justices are entitled to a benefit of 3% of final average salary for each year of service. Legislators taking office before
December 1, 2010 are Class D-4, which translates into an annual benefit of 3% of the final average salary for each year of
service. The general annual benefit for full retirement for Class A members is 2% of the member’s highest three-year salary
multiplied by years of service. Act 120 of 2010 created a new A-3 class of service and an optional A-4 class for most
employees that entered SERS membership for the first time on or after January 1, 2011 and December 1, 2010 for legislators
newly elected in November 2010. The general annual benefit for Class A-3 members is 2% of the member’s highest three-
year average salary times years of service while the Class A-4 benefit accrual rate is 2.5%.

Contribution Requirements: Commonwealth law establishes the funding policy for all members’ contribution rates. The
active plan member contribution rate is 6.25% of covered payroll for employees in Class AA; for Class A members, the
contribution rate is 5%. The general membership contribution rate under Act 120 for A-3 and A-4 members is 6.25% and 9.3%
of salary, respectively. Higher contributions are required for certain members of the General Assembly, judges and district
justices who elect higher contribution rates. The SERS Board has the authority to establish or amend periodic employer
contributions at actuarially determined rates, expressed as a percentage of annual covered payroll.

Act 120 imposed annual rate increase collars on employer contributions until no longer needed. The fiscal year ended June
30, 2018, marked the first year the actuarially required employer contribution increase was lower than the collar established
for the year of 4.5%. As a result, the rate caps are no longer in effect. Contributions to the SERS from the Commonwealth,
including PRPA (a blended component unit) were $1,669,819 for the year ended June 30, 2018.

Summary of Significant Accounting Policies: The SERS financial statements are prepared on the accrual basis of accounting,
whereby expenses are recorded when the liability is incurred, revenues are recorded in the accounting period in which they
are earned and become measurable, and investment purchases and sales are recorded as of the related trade date. Plan
member contributions are recognized in the period in which contributions are due. Employer contributions are recognized
when due and the employer has a legal requirement to provide contributions. Benefits and refunds are recognized when due
and payable in accordance with the terms of the plan.

Investment Valuation: Investments are reported at fair value, which is the amount that the SERS can reasonably expect to
receive for an investment in a current sale between a willing buyer and a willing seller, that is, other than in a forced or
liguidation sale. U.S. government securities, corporate and foreign bonds and notes, and common and preferred stocks are
generally valued based on published market prices and quotations from national security exchanges and securities pricing
services. Securities that are not traded on a national security exchange are valued by the asset manager or third parties
based on similar sales, or valued by valuation committees.

The investments in short-term funds, including those managed by the Treasury Department, are reported at cost plus
allocated interest, which approximates fair value. The securities lending collateral pool, which is a fund operated by the
securities lending agent, also is reported at cost plus accrued interest, which approximates fair value.

Foreign exchange, futures and swap contracts are marked to market daily with changes in fair value recognized as part of
investments and investment income. Real estate investments are valued by the investment manager using discounted cash
flows, recent comparable sales and current market conditions to arrive at net asset value. Net asset value approximates fair
value. Real estate funds estimated fair values are updated by routine independent appraisals by appraisers who meet
specific professional qualifications. The appraisal process involves significant judgment and estimating; thus the value upon
sale of an asset may differ from its appraised value. Alternative investment and real estate limited partnerships are valued at
net asset value, which are determined by the general partners using processes that have been reviewed and approved by
valuation committees. The partnerships’ investments, as well as the assumptions and estimates used in developing the net
asset values, approximate fair value. Because the investments in such partnerships are generally illiquid and the holding
period may last for several years, the value realized by the SERS upon disposition may differ materially from estimated values
reflected in the financial statements.

Unsettled investment sales are reported as investment proceeds receivable and unsettled investment purchases are reported
as investment purchases payable. Investment expenses consist of investment managers’ fees and those expenses directly
related to the SERS’ investment operations.
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NOTE 9 - PENSION (continued)

Pension Liabilities, Expense, and Deferred Outflows of Resources and Deferred Inflows of Resources Related to Pensions:
At June 30, 2018, the Commonwealth reported a total net pension liability of $14,261,464 for its participation in the SERS.
The net pension liability attributed to participation in the SERS was measured as of December 31, 2017, and the total pension
liability used to calculate the net pension liability was determined by an actuarial valuation as of that date. The
Commonwealth’s proportion of the SERS net pension liability was based on a projection of the Commonwealth’s long-term
share of contributions to the pension plan relative to the projected contributions of all participating SERS employers,
actuarially determined. At December 31, 2017, the Commonwealth’s reported proportionate share of the SERS net pension
liability was 82.48%, which was an increase of .04% from its proportion measured as of December 31, 2016.

As of June 30, 2018, the Commonwealth recognized pension expense of $2,011,160, and reported deferred outflows of
resources and deferred inflows of resources related to pensions from the following sources:

SERS (December 31, 2017)

Deferred Deferred
Outflows Inflows
of Resources of Resources
Differences between expected and actual eXperience.........cccovviiiireiiinniniee e S 241,131 S 270,792
Differences between employer contributions and proportionate share.............ccocvveiiiiinnns 31,570 22,023
Net difference between projected and actual earnings on plan investments...................... - 567,025
Changes of assumptions 714,014 -
Changes iN PrOPOITION. ....cciuuriiieeeiiiiiiise s e e e rrrae e e e e e e e e e e e e e errra e e s e s erranaaeeeeerennnaanses 239,810 283,648
Contributions subsequent to measurement date..........ceeviiiiiiiiiiiii e 844,635 -
TOtal e iieeissn s s ———————————————— $ 2,071,160 $ 1,143,488

The $844,635 reported as deferred outflows of resources related to pensions resulting from Commonwealth contributions to
the SERS subsequent to the measurement date will be recognized as a reduction of the net pension liability in the year ended
June 30, 2019. Other amounts reported as deferred outflows of resources and deferred inflows of resources related to
pensions will be recognized in pension expense as follows:

Year ending June 30: SERS (December 31, 2017)

2019 cuieeeeeeeee e $ 352,571
2020, i 257,534
2021 e (202,802)
20220 (328,778)
202310 4,512

Actuarial Assumptions: Every five years, the SERS is required to conduct an actuarial experience study to determine whether
the assumptions used in its annual actuarial valuations remain accurate based on current and anticipated demographic
trends and economic conditions. The 18th Investigation of Actuarial Experience study for the period 2011 — 2015 was
released in March 2016. The actuary, under oversight of the SERS Board, reviewed economic assumptions (such as the
assumed future investment returns and salary increases) as well as demographic assumptions (such as employee turnover,
retirement, disability, and death rates). Some assumption adjustments increased projected cost and some decreased
projected cost, but the overall result was a slight increase to the net pension liability.

Most demographic assumptions remained the same as or similar to experience over the last five years. However, the
experience study did recommend changing some assumptions, which are highlighted as follows. The study recommended
decreasing disability retirement rates for all active members. Additionally, it recommended adjusting superannuation
separation rates, early retirement separation rates, and withdrawal rates for certain active member groupings (gender, age,
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NOTE 9 - PENSION (continued)

years of service) in both the general and special membership classes. Furthermore, it recommended decreasing most
annuitant and survivor mortality rates. The board adopted the actuarial assumptions set forth in the 18th Investigation of
Actuarial Experience at its March 2016 meeting. The study can be viewed at www.sers.pa.gov.

The current set of assumptions used in the December 31, 2017 actuarial valuation, with the exception of the discount rate
and inflation assumptions, was adopted by the State Employees’ Retirement Board (the Board) based upon actual experience
of the SERS during the years 2011 through 2015. In addition to the five-year experience study, the SERS reviews its
investment return assumption in light of economic conditions every year as part of its annual valuation.

The following methods and assumptions were used in the actuarial valuation for the December 31, 2017, measurement date:
Actuarial Cost Method Entry age
Amortization Method Straight-line amortization of investments over five years and

amortization of assumption changes and noninvestment

gains/losses over the average expected remaining service lives
of all employees that are provided benefits

Investment rate of return 7.25% net of expenses including inflation

Projected salary increases Average of 5.60% with range of 3.7% to 8.9% including inflation
Asset valuation method Fair (market) value

Inflation 2.60%

Mortality Rate Projected RP-2000 Mortality Tables adjusted for actual plan

experience and future improvement
Cost of living adjustments Ad hoc

The long-term expected rate of return on pension plan investments was determined using a building-block method in which
best estimate ranges of expected future real rates of return are developed for each major asset class. These ranges are
combined to produce the long-term expected rate of return by weighting the expected future real rates of return by the
target asset allocation percentage and by adding expected inflation. Best estimates of arithmetic real rates of return for each
major asset class in the SERS current and target asset allocation as of December 31, 2017, are summarized in the following
table:

SERS (December 31, 2017)
Long-term Expected

Asset Class Target Allocation Real Rate of Return
Private equity.....ccccveerieeiiinniinnienn, 16.00% 8.00%
Global public equity..........ueeveeeennees 43.00% 5.30%
Real estate........cccvvvereeiiriinnneennenn, 12.00% 5.44%
Multi-strategy.......cooeveerrrriiiiininnnns 12.00% 5.10%
Fixed income 14.00% 1.63%
Cash..ccviii 3.00% -0.25%
(] - | 100.00%
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NOTE 9 - PENSION (continued)

Discount rate: The SERS discount rate used to measure the total pension liability was 7.25%. The projection of cash flows
used to determine the discount rate assumed that employee contributions will be made at the rates applicable for each
member and that employer contributions will be made based on rates determined by the actuary and as set by statute.
Based on those assumptions, the SERS fiduciary net position was projected to be available to make all projected future
benefit payments of current active and non-active SERS members. Therefore the long-term expected rate of return on the
SERS investments was applied to all periods of projected benefit payments to determine the total pension liability.

Sensitivity of the proportionate share of the net pension liability to changes in the discount rate:

The following chart presents the Commonwealth’s proportionate share of the SERS net pension liability using the discount
rate of 7.25%, as well as what the Commonwealth’s proportionate share of the net pension liability would be if it were
calculated using a discount rate that is 1 percentage point lower (6.25%) or 1 percentage point higher (8.25%) than the
current rate.

Current
1 Percent Decrease Discount Rate 1 Percent Increase
(6.25%) (7.25%) (8.25%)
SERS (December 31, 2017) S 18,102,246 S 14,261,464 S 10,971,390

Payables to the Pension Plan
For the fiscal year ended June 30, 2018, the Commonwealth reported an accounts payable for the employer’s share of
retirement contributions to the SERS in the amount of $79,357.

Public School Employees’ Retirement System

Plan Description: The PSERS is a cost-sharing multiple-employer defined benefit retirement system established to provide
pension and other benefits for public school employee members. At June 30, 2018 there were 775 participating employers,
generally school districts. In relation to the PSERS, the Commonwealth is a non-employer contributor organization that
recognizes a less than substantial portion of the PSERS collective net pension liability.

Benefits: The PSERS provides retirement, disability retirement, death, and health care benefits. Under the provisions of the
1975 revision of the Code by the Pennsylvania General Assembly, members are eligible for monthly retirement benefits upon
reaching (a) age 62 with at least 1 year of credited service; (b) age 60 with 30 or more years of credited service; or (c) 35 or
more years of service regardless of age. Act 120 of 2010 (Act 120) preserves the benefits of existing members and introduced
benefit reductions for individuals who become new members on or after July 1, 2011. Act 120 created two new membership
classes, Membership Class T-E (Class T-E) and Membership Class T-F (Class T-F). To qualify for normal retirement, Class T-E
and Class T-F members must work until age 65 with a minimum of 3 years of service or attain a total combination of age and
service that is equal to or greater than 92 with a minimum of 35 years of service.

Benefits are generally equal to 2% or 2.5%, depending upon membership class, of the member’s final average salary (as
defined in the Pennsylvania Public School Employees’ Retirement Code) multiplied by the number of years of credited
service. For members whose membership started prior to July 1, 2011, after completion of five years of service, a member’s
right to the defined benefits is vested and early retirement benefits may be elected. For Class T-E and Class T-F members, the
right to benefits is vested after ten years of service.

Contribution Requirements: The Public School Employees’ Retirement Code provides that the PSERS Board has the authority
to establish or amend periodic employer contributions at actuarially determined rates, expressed as a percentage of annual
covered payroll. According to requirements established in Act 29 of 1994, the Commonwealth reimburses school entity
employers a portion of the employer contributions paid to the PSERS. All school entity employers are reimbursed by the
Commonwealth at least 50% of the total employer contributions based on the total contribution rate. The Commonwealth
remits 50% of employer contributions for employers other than school entities directly to the PSERS resulting in a special
funding situation.
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NOTE 9 - PENSION (continued)

The contribution rates for active plan memberships started prior to July 1, 2011 are as follows:
e Membership Class T-C and T-D hired before July 22, 1983 are 5.25% and 6.50% of covered payroll, respectively;
e Membership Class T-C and T-D hired after July 21, 1983, the rates are 6.25% and 7.50%, respectively.
The contribution rates for active plan memberships started on or after July 1, 2011 are as follows:
e Membership Class T-E rates may increase or decrease by 0.5%, but will never go below 7.5% or above 9.5%;
e Membership Class T-F rates may increase or decrease by 0.5%, but will never go below 10.3% or above 12.3%

Act 120 suppressed the employer contribution rate by using rate caps through June 30, 2018 to keep the rate from rising too
high, too fast for budgetary purposes. The rate caps limit the amount the pension component of the employer contribution
rate can increase over the prior year’s rate. For the fiscal year ended June 30, 2014 and thereafter, the rate can increase no
more than 4.5% plus the premium assistance contribution rate.

The rate cap remained at 4.5% until the rate cap no longer applied, i.e. the rise in the employer contribution rate is less than
the rate cap in effect at that time. For the fiscal year June 30, 2017, the actuarially calculated contribution rate exceeded the
prior year’s rate by less than 4.5%. As a result, the rate caps are no longer in effect. Since the rate caps no longer apply, the
employer normal cost is the contribution rate floor. Contributions to the PSERS from the Commonwealth for the employers
other than school entities were $25,763 for the year ended June 30, 2018.

Summary of Significant Accounting Policies: The financial statements of the PSERS are prepared on the accrual basis of
accounting under which expenses are recorded when the liability is incurred, revenues are recorded in the accounting period
in which they are earned and become measurable, and investment purchases and sales are recorded as of their trade date.
Member and employer contributions are recognized in the period for which employees’ salaries are reported. Benefits and
refunds are recognized when due and payable in accordance with the terms of the plan.

Investment Valuation: The PSERS’ investments are reported at fair value. Fair value is the amount that the PSERS can
reasonably expect to receive for an investment in a current sale between a willing buyer and a willing seller, that is, other
than in a forced or liquidation sale.

Short-term securities are carried at cost, which approximates fair value, unless they have published market prices or
quotations from national securities exchanges or securities pricing services, in which case they are valued at the published
market price. Fixed income securities and common and preferred stocks are generally valued based on published market
prices and quotations from national securities exchanges or securities pricing services. Securities which are not traded on a
national securities exchange are valued by the respective fund manager or other third parties based on similar sales.

Directly-owned real estate investments are primarily valued based on appraisals performed by independent appraisers and,
for properties not appraised, the present value of the projected future net income stream is used. Real estate owned
investments are reported net of related debt borrowed against the market value of the property. As of June 30, 2018,
$132,000 in an open-ended repurchase agreement were netted against the related property valuation. The repurchase
agreement is payable at an interest rate equivalent to one month of the LIBOR plus 40 basis points and is collateralized by
certain fixed income investments of the PSERS.

Collective trust fund investments (CTF) consist primarily of domestic and international institutional funds. The fair value of
CTF is based on the reported share value of the respective fund. CTF are managed by state chartered banks for which various
state banking departments have regulatory oversight and investment advisors for which regulatory agencies such as the
Securities and Exchange Commission have regulatory oversight. Investments that are not subject to this oversight are subject
to annual independent audits.

The fair value of equity real estate, private equity, private debt, and venture capital are determined using the NAV per share
(or its equivalent) of the PSERS’ ownership interest in partners’ capital.

Pension Liabilities, Expense, and Deferred Outflows of Resources and Deferred Inflows of Resources Related to Pensions:
At June 30, 2018, the Commonwealth reported a liability of $290,651 for its proportionate share of the net pension liability.
The net pension liability was measured as of June 30, 2017, and the total pension liability used to calculate the net pension
liability was determined by an actuarial valuation as of that date. The Commonwealth’s proportion of the net pension
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NOTE 9 - PENSION (continued)

liability was calculated by dividing the plan’s total covered payroll by the sum of all employers’ covered payroll. The
Commonwealth remits directly to the PSERS 50% of the employer contributions for employers other than school entities. At
June 30, 2017 the Commonwealth’s proportion was .5885%, which was a decrease of .0003% from its proportion measured
as of June 30, 2016.

As a result of its requirement to contribute to the PSERS, the Commonwealth recognized an expense of $33,667 for the year
ended June 30, 2018. At June 30, 2018 the Commonwealth reported deferred outflows of resources and deferred inflows of
resources from the following sources as a result of its requirement to contribute to the PSERS:

PSERS (June 30, 2017)
Deferred Deferred
Outflows Inflows
of Resources of Resources
Differences between expected and actual experience.........ccoovevvieiiiiniiinnnennn, S 3,032 S 1,756
Differences between employer contributions and proportionate share............... - 125
Net difference between projected and actual earnings on plan investments....... 6,735 -
Changes of assumptions. 7,896 -
Changes in proportion 6,379 109
Contributions subsequent to measurement date.......ccoeeviiiiiiiniiiiiiiiiiiinees 25,763 -
LI+ $ 49,805 $ 1,990
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NOTE 10 - OTHER POSTEMPLOYMENT BENEFITS (OPEB)
Other Postemployment Benefits

The Commonwealth of Pennsylvania participates in six postemployment benefit plans other than pensions (OPEB). The
Commonwealth participates as an employer in five plans: The Retired Employees Health Program (REHP), the Retired
Pennsylvania State Police Program (RPSPP), the Unified Judicial System’s Postemployment Medical Plan (Judiciary),
Pennsylvania House of Representatives Postemployment Benefits Plan (House), and the Senate of Pennsylvania Other
Postemployment Benefits Plan (Senate). The Commonwealth participates as a governmental nonemployer contributing entity
in the Public School Employees’ Retirement System Health Insurance Premium Assistance Program (Premium Assistance).

Plan Administration

The Commonwealth established and sponsors two primary plans which provide postemployment benefits other than
pensions (OPEB). These two plans are the REHP and the RPSPP and both are established as trust equivalent arrangements.
These two plans are administered by the Pennsylvania Employees Benefit Trust Fund (PEBTF), which acts as a third-party
administrator for the REHP and RPSPP under an administrative agreement with the Commonwealth. Both plans are single-
employer defined benefit OPEB plans that include Commonwealth agencies and some component units. The REHP is
provided as a part of collective bargaining agreements with most Commonwealth labor unions. The RPSPP is provided as a
part of collective bargaining agreements with certain Commonwealth labor unions. All policy decisions and types and levels of
benefits for the REHP and RPSPP fall under the purview of the Commonwealth’s Executive Board, Secretary of Administration,
and for the RPSPP the collective bargaining agreement with the Pennsylvania State Troopers Association. Neither the REHP
nor the RPSPP have a governing board. The REHP offers postemployment healthcare and prescription benefits. The RPSPP
offers postemployment healthcare, prescription, vision and dental benefits.

The Judiciary has established and sponsors their own single-employer defined-benefit OPEB plan. A trust or equivalent
arrangement meeting the requirements of GASB 74 has not been established for the Judiciary OPEB plan and assets have not
been accumulated to fund OPEB. All policy decisions related to the types and levels of benefits including changes to benefit
terms and authority to pay benefits as they come due for the Judiciary OPEB plan, fall under the purview of the Supreme
Court. The Judiciary OPEB plan does not have a governing board. The Judiciary OPEB plan offers postemployment
healthcare, prescription, vision, and dental benefits.

The House of Representatives has established and sponsors their own single-employer defined-benefit OPEB plan. A trust or
equivalent arrangement meeting the requirements of GASB 74 has not been established for the House OPEB plan and assets
have not been accumulated to fund OPEB. All policy decisions related to the types and levels of benefits including changes to
benefit terms, and authority to pay benefits as they come due for the House OPEB plan, fall under the purview of the House
of Representatives. The House OPEB plan does not have a governing board. The House OPEB plan offers postemployment
healthcare, prescription and for certain members vision, dental and long-term care benefits.

The Senate has established and sponsors their own single-employer defined-benefit OPEB plan. A trust or equivalent
arrangement meeting the requirements of GASB 74 has not been established for the Senate OPEB plan and assets have not
been accumulated to fund OPEB. All policy decisions related to the types and levels of benefits including changes to benefit
terms, and authority to pay benefits as they come due for the Senate OPEB plan, fall under the purview of the Senate. The
Senate OPEB plan does not have a governing board. The Senate OPEB plan offers postemployment healthcare, prescription
and for certain members vision and dental benefits.

The Premium Assistance plan is a governmental cost sharing, multiple-employer other postemployment benefit plan for all
public school eligible retirees who qualify and elect to participate. The Premium Assistance plan is under the control and
management of the Board of Trustees of the Public School Employees Retirement System, including the investment of its
assets, and all policy decisions related to types and levels of benefits, and authority to pay benefits as they come due. As of
June 30, 2017, there were no assumed future benefit increases to participating members of the Premium Assistance plan.

Benefits Provided

Benefit provisions included in the REHP, Judiciary, House, and Senate plans are established and may be amended by the
establishing sponsor of the given OPEB plan. The RPSPP, under the terms of the collective bargaining agreement, cannot be
amended for existing retirees. The Commonwealth’s General Assembly has the authority to amend the benefit terms of the
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Premium Assistance plan. Each OPEB plan provides postemployment healthcare and prescription benefits to varying degrees.
The RPSPP, Judiciary, House and Senate provide specific dental, hearing, vision, and long-term care benefits. RPSPP benefits
are provided in accordance with the collective bargaining agreement that was in effect at the time of retirement. The REHP,
RPSPP, Judicial, House, and Senate OPEB plans do not issue stand-alone financial reports and are not included in the financial
statements of a public employee retirement system. The Premium Assistance OPEB plan is reported in the Public School
Employees Retirement System Comprehensive Annual Financial Report which can be found at www.psers.pa.gov.

Eligibility and Retiree Contributions
Eligible employees who retire from the Commonwealth and meet one of the following eligibility criteria are eligible to receive
REHP benefits:
e 25 or more years of service;
e 20 or more years of service and superannuation age — age 50 for Park Rangers, Capitol Police and certain
enforcement officers or age 60 for all other employees (age 55 or 65 for employees subject to Act 120 of 2010);
e Disability retirement — requires five years of service (no service requirements for enforcement officers).
e For employees who retired after June 30, 2005 and before July 1, 2007 the retiree contribution is set at 1% of
employee’s final annual salary. Most Commonwealth employees who retired on or after July 1, 2007 but before July
1, 2011 are currently required to pay retiree contributions of 3% of either their final annual salary or final average
salary, whichever is less. Most employees who retire on or after July 1, 2011 are currently required to pay retiree
contributions of 3% of their final average salary. Upon enrollment in Medicare, Commonwealth employees who are
currently paying 3% will pay retiree contributions of 1.5% of either their final annual salary or final average salary,
whichever applies.

RPSPP
Permanent enlisted employees of the Pennsylvania State Police who retire from the Commonwealth and meet one of the
following eligibility criteria are eligible to receive RPSPP benefits:
e Superannuation retirement (excluding vested employees) — age 50 (age 55 for employees subject to Act 120 of 2010)
with three years of service;
e Retirement with at least 25 years of Commonwealth service;
e Retirement with at least 20 but less than 25 years of service, with at least 10 years of enlisted service with State
Police (military time, civilian service with another Commonwealth agency are not considered service with the State
Police);
e Disability retirement — no service requirement.
e  RPSPP plan members are not required to make contributions.

Judicial
Eligible employees (members and staff) who retire from the Unified Judicial System and meet one of the following eligibility
criteria are eligible to receive Judicial benefits:
e  Staff:
O Prior to attaining age 60 and retiring before/after January 1, 2001:
= The retiree will pay 100% of the premium if retiring with less than 20/25 years of total service and
less than 3/5 years of judiciary service
= The retiree will pay 75% of the premium if retiring with less than 20/25 years of service and more
than 3/5 years of judiciary service.
= The retiree will pay between 75% and 25% of the premium if retiring with 20/25 years or more of
service and less than 3/5 years of judiciary service
= The retiree will pay 1% of pension if retiring with 20/25 years or more of service and more than 3/5
years of judiciary service.
O After attaining age 60 and retiring before/after January 1, 2001:
= The retiree will pay 100% of the premium if retiring with less than 10/15 years of total service and
less than 3/5 years of judiciary service
= The retiree will pay 75% of the premium if retiring with less than 10/15 years of service and more
than 3/5 years of judiciary service.

Commonwealth of Pennsylvania 144 Governor's Office of the Budget
WWWw.pa.gov www.budget.pa.gov



NOTES TO THE FINANCIAL STATEMENTS (amounts in thousands) June 30, 2018

NOTE 10 - OTHER POSTEMPLOYMENT BENEFITS (OPEB) (continued)

= The retiree will pay between 75% and 25% of the premium if retiring with 10/15 years or more of
service and less than 3/5 years of judiciary service
= The retiree will pay 1% of pension if retiring with 10/15 years or more of service and more than 3/5
years of judiciary service.
e Judges/ District Justices:
O Prior to attaining age 60:
= The retiree will pay 1% of pension/75% of the premium if retiring with more than 10 and less than
18 years of judiciary service
=  The retiree will pay 1% of pension if retiring with more than 18 years of judiciary service
O After attaining age 60:
= The retiree will pay 75% of the premium if retiring with more than 3 and less than 10 years of
judiciary service
= The retiree will pay 1% of pension if retiring with more than 18 years of judiciary service

House
Eligible employees (members and staff) who retire from the House of Representatives and meet one of the following
eligibility criteria are eligible to receive House benefits:
e Members:
0 Age 49 or younger with at least 10 years of creditable service, but less than 10 years as a legislator:
= The House will pay $5 per month towards the premium for Medical and prescription drug
coverage. The retiree must pay the remainder.
0 Age 49 or younger with at least 10 years as a legislator (after December 1, 1992 any creditable service), age
50 or older with at least 10 years of creditable service or member retired under disability with at least 5
years of SERS eligible service:
=  The House will pay 100% of the premiums. Beginning 2012, the retiree must contribute 1% of the
retiree’s final salary. Members that retired prior to November 30, 1980 are eligible for medical
and prescription drug coverage. Members that retired after December 1, 1980 are eligible for
medical, prescription drug, vision and dental coverage. Members that retired after December 1,
1992 are eligible for medical, prescription drug, vision, dental and long-term health care coverage.
e  Staff:
0 Age 59 or younger with between 10 to 24 years of creditable service:
= The House will pay S5 per month towards the premium for medical and prescription drug
coverage.
0 Age 60 or older with at least 10 years of creditable service or at least 25 years of creditable service:
=  The House will pay 100% of the premiums for medical and prescription drug coverage. If the
retiree has at least 12.5 years of legislative service and the last 3 years are as an employee of the
House, the retiree will receive 100% paid vision and dental coverage. Beginning January 1, 2012,
the retiree must contribute 1% of the retiree’s final salary annually.

Senate
Eligible employees (members and staff) who retire from the Senate and meet one of the following eligibility criteria are
eligible to receive Senate benefits:

e Option1l

0 For employees hired prior to October 3, 2006, individuals must have 25 years of credited service, of which
12 % years of such credited service were with the Legislature, and further provided that the last three (3)
continuous years (4,950 hours) of credited service were with the Senate.

0 For employees hired on or after October 3, 2006, individuals must have 30 years of credited service, of
which 20 years of such credited service were with the Senate and had at least 5 continuous years of
credited service with the Senate.

0 Retiree contribution rates are based on salary with rates equal to 1% of their final salary for all benefits.
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e Option2

0 For employees hired prior to October 3, 2006, individuals must be a minimum of age 60 with 10 or
more years of credited service and worked for the Senate for at least 18 continuous months in the
most recent employment period with the Senate.

0 For employees hired on or after October 3, 2006, individual must be a minimum of age 60 with 20 or
more years of credited service and worked for the Senate for at least 5 continuous years in the most
recent employment period with the Senate.

O Retiree contribution rates are based on salary with rates equal to 1% of their final salary for all benefits.

GASB 74 Plan Reporting

REHP and RPSPP

Plan Membership
At June 30, 2018 and June 30, 2017, the REHP and the RPSPP OPEB plan membership consisted of the following (actual
number of plan members):

Census date December 31, 2017

REHP RPSPP
Inactive plan members or beneficiaries currently receiving benefit payments...... 64,308 5,067
Inactive plan members entitled to but not yet receiving benefit payments.......... 16,166 -
ACLIVE Plan MEMDETS. ..o ae st saenees 70,374 4,304
Total all plan MEMDBErS........civeeiiiiiieirrccrc e seeeseae s e e e sennasnns 150,848 9,371

Employer Contributions

REHP employer contributions are contractually required and established by the Office of Administration and the Office of the
Budget. All participating agencies and certain plan members must contribute specified amounts to the REHP. During the
fiscal year ended June 30, 2018, almost all REHP participating agencies began the fiscal year contributing $350 (whole
dollars), which was lowered to $300 and subsequently lowered to $188 for each current active REHP eligible employee per
biweekly pay period to fund the REHP. Several participating agencies contribute under different but comparable payment
arrangements.

RPSPP employer contribution requirements are established by the Office of Administration and the Office of the Budget.
During the fiscal years ended June 30, 2018 participating agencies contributed $1,200 (whole dollars) for each current RPSPP
eligible active employee per biweekly pay period to fund the RPSPP.

The REHP and RPSPP funding rates needed to fund current year annuitant health care costs are established as part of the
Commonwealth’s annual budgeting process. During the fiscal year ended June 30, 2018, the Commonwealth funded
$541,796 (estimated) of annuitant health care claims and administrative costs for the REHP and $132,813 (estimated) of
annuitant health care claims and administrative costs for the RPSPP, respectively. Any additional contributions to advance
fund annuitant health care liabilities are determined annually by the Commonwealth. During the fiscal year ended June 30,
2018, advance funding of $50,000 for REHP and $1,000 for the RPSPP was contributed to the Other Postemployment Benefits
Investment Pool, a pension (and other employee benefit) trust fund. Determinations of advance funding amounts are
evaluated annually. The REHP and RPSPP maintain reserves for claims that are Incurred But Not Paid. At June 30, 2018, the
REHP and RPSPP recorded $25,932 and $7,023, respectively.
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NOTES TO THE FINANCIAL STATEMENTS (amounts in thousands) June 30, 2018

NOTE 10 - OTHER POSTEMPLOYMENT BENEFITS (OPEB) (continued)

Specific Actuarial Assumptions
The total OPEB liability was determined by an actuarial valuation with a measurement date as of June 30, 2018, using the
following actuarial assumptions, applied to all periods included in the measurement, unless otherwise specified:

REHP/RPSPP
Actuarial cost Method........ccoceeieeveecireeseeeene Entry age normal
Method used to determine actuarial value of assets.... Market value
Investment returns. ... 5.00%
Inflation rate assuMpPLioN......c.cccccveerreennieencneece 2.60%
Payroll Growth.......ccccevreinrereeeee e 2.90%
Cost of living adjustment.......c.ccceveeeeererererereeereree e N/A

Healthcare cost trend rates.......c.ccvveevereeenenieeneneeenenns
5.9% for 2018 decreasing to an

ultimate rate of 4.1% for 2075
Medicare Retir€e........ccoeeeereeceeerereeeeeseeeseseeseeeseeeas and later years

6.2% for 2018 decreasing to an

ultimate rate of 4.1% for 2075
Non-Medicare retiree........ocuvevreeerenerenenerieseseeeseneenas and later years

Mortality rates were based on the RP-2000 Male and Female Combined Health Mortality Tables projected (using Projection
Scale AA) to 2016 for males and to 2020 for females, and then further adjusted to ensure sufficient margin improvement in
certain age ranges. Disabled participants mortality rates were based on the RP-2000 Male and Female Disabled Retiree
Mortality Tables projected (using Projection Scale AA) to 2021 for males and to 2017 for females. Each table includes a
margin for future improvement in life expectancy.

The actuarial assumptions used in the June 30, 2018 valuation were based on the State Employees’ Retirement System (SERS)
experience study that covered the years 2011 through 2015. The approved recommendations from that study were used to
determine the assumptions for this valuation, where applicable. The inflation assumption was selected by the SERS Board
during an April 2017 meeting based on a review of actual plan experience and the prevalent economic outlook. Consistent
with prior valuations, these demographic assumptions assume beginning of year decrements (retirement, withdrawal, death,
disability, etc.). For the employers that contribute to the REHP plan in accordance with a special contribution arrangement,
the withdrawal assumption is increased by a factor of 2.0 for one year of service or less and increased by 10 percentage
points for service of 2 years through 9 years.

Investments

The assets of both the REHP and RPSPP are managed by the Commonwealth’s Treasury Department in an investment pool.
The OPEB investments are made based upon an interagency agreement, dated June 17, 2008, and the prudent investor
standard set forth in the Commonwealth of Pennsylvania’s fiscal code 72P.S5.§30.1, amendment to the fiscal code, the
Principles of Prudent Investors Standards.

REHP RPSPP
Target Target

Asset Class Allocation Allocation
Domestic equity.....cccceveveernneennne 47.00% 47.00%
International equity........cc.c....... 20.00% 20.00%
Fixed income.......cccoceeverceenieenenne. 25.00% 25.00%
Real estate......cceceeeveeenciercienieenne 8.00% 8.00%
Cash and cash equivalents......... 0.00% 0.00%

Total .cccureiniiiiiiiiiiiiicerens 100.00% 100.00%
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NOTES TO THE FINANCIAL STATEMENTS (amounts in thousands) June 30, 2018

NOTE 10 - OTHER POSTEMPLOYMENT BENEFITS (OPEB) (continued)

Concentration
Based on a portfolio value of $359,109 for the REHP and $103,187 for the RPSPP, the following investment concentrations
existed as of June 30, 2018. In order to achieve the target return and to keep costs low, asset classes have been populated

with Exchange-Traded Funds (ETFs) and low cost mutual funds.

REHP RPSPP
% of Total % of Total

Issuer Name Amount Portfolio Amount Portfolio
ISHARES......ccoerieeieece, S 144,651 40.28% S 41,565 40.28%
VANGUARD.......ccceeveerrennen. 84,217 23.45% 24,199 23.45%
SPDR S&P 500.......ccccevunuene 43,165 12.02% 12,403 12.02%
MACQUARIE.......ccccoveeerrenn 27,605 7.69% 7,932 7.69%
POWERSHARES................... 28,010 7.80% 8,048 7.80%
TREASURY OPEB FUND....... 31,461 8.76% 9,040 8.76%

Total $ 359,109 100.00% $ 103,187 100.00%

Rate of Return
For the year ended June 30, 2018, the annual rate of return on investments, net of investment expense was 13.27%. The rate

of return expresses investment performance, net of investment expense, adjusted for changing amounts invested.

The long-term expected rate of return on OPEB plan investments is determined using a risk premium review. This review
compares the current relationship between fixed income and equity and their relationship over long periods of time to come
up with an expected rate of return. Other variables considered in the expected rates of return are a reversion to the mean for
each asset class. Best estimates of arithmetic real rates of return for each major asset class included in the target asset
allocation as of June 30, 2018 are summarized in the following table:

Long-Term Expected

Asset Class Real Rate of Return

REHP RPSPP

International equity.......ccc....... 8.60% 8.60%
Domestic equity.....ccccevvernennee 6.60% 6.60%
Real estate......ccevevveverenenienne, 6.90% 6.90%
Fixed income......cccoeueveeercenennens 3.00% 3.00%
Cash and cash equivalents....... 1.00% 1.00%

Net OPEB Liability

The net OPEB liability represents the liability of the employers contributing to the plan for benefits provided through a
defined benefit OPEB plan that is administered through a trust or trust equivalent. The components of the net OPEB liability
for the participating employers at June 30, 2018 were as follows:

Commonwealth of Pennsylvania 148 Governor's Office of the Budget
WWWw.pa.gov www.budget.pa.gov



NOTES TO THE FINANCIAL STATEMENTS (amounts in thousands) June 30, 2018

NOTE 10 - OTHER POSTEMPLOYMENT BENEFITS (OPEB) (continued)

REHP RPSPP
Total OPEB [ability....cceuerieeereerieeeieiieieiseiseiseiseiseiesie et sesseanes $15,015,975 $ 5,981,598
Plan fiduciary Net POSItION......cccuvveveeereeerssesee et senaens (333,848) (96,357)
NEt OPEB [IaBility.....ccevreeverereeirietsrereresesssesssseresessssssssssesesesssssssseses $14,682,127 $ 5,885,241
Plan fiduciary net position as a percentage of the total OPEB liability........ 2.22% 1.61%

Discount Rate

The discount rate used to measure the total OPEB liability of the REHP and RPSPP was 3.87% as of June 30, 2018. This single
discount rate was based on the 20-year Bond Buyer GO Index municipal bond rate as of the end of June 2018. Since REHP
and RPSPP have insufficient assets to meet next year’s projected benefit payments, the municipal bond rate was applied to all
periods of the projected benefit payments to determine the total OPEB liability. The projection of cash flows used to
determine the single discount rate for each fiscal year end assumed that employer contributions will be made based on the
current funding policy for future years.

Sensitivity of the Net OPEB Liability to Changes in the Discount Rate

The following presents the net OPEB liability for the REHP and the RPSPP OPEB plans of the Commonwealth, as well as what
the net OPEB liability would be if it were calculated using a discount rate that is one percentage point lower or one
percentage point higher than the current discount rate:

Discount Rate

1% Decrease 1% Increase
Net OPEB Liability 2.87% 3.87% 4.87%
REHP. ..ot S 16,820,780 $ 14,682,127 S 12,920,156
RPSPP....oirieieene S 6,929,075 $ 5,885,241 $ 5,054,182

Sensitivity of the Net OPEB Liability to Changes in the Healthcare Cost Trend Rates

The following presents the net OPEB liability for the REHP and RPSPP OPEB plans of the Commonwealth, as well as what the
net OPEB liability would be if it were calculated using healthcare cost trend rates that are one percentage point lower or one
percentage point higher than the current healthcare cost trend rates.

Healthcare Cost Trend Rates

1% Decrease 1% Increase

5.2%/4.9% 6.2%/5.9% 7.2%/6.9%
Net OPEB Liability decreasingto 3.1%  decreasingto 4.1%  decreasing to 5.1%
REHP...ooviiiieiieeen, S 12,603,440 S 14,682,127 S 17,265,928
RPSPP..coiiiieieen S 5,017,129 S 5,885,241 S 6,979,861

PSERS OPEB Plans:

The Public School Employees Retirement System (PSERS), a component unit, provides two voluntary postemployment
healthcare programs for all eligible retired public school employees (annuitants) who qualify and elect to participate. The
Health Insurance Premium Assistance Program (Premium Assistance) and the Health Options Program (HOP).

Under the Premium Assistance employer contribution rates are established to provide reserves that are sufficient for the
Premium Assistance benefits for each succeeding year. For June 30, 2018, the employer contribution to the Premium
Assistance was 0.83% of the total employer contribution to the PSERS. Participating eligible annuitants are entitled to receive
the lesser of $100 per month or their out-of-pocket monthly health insurance premium.
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NOTE 10 - OTHER POSTEMPLOYMENT BENEFITS (OPEB) (continued)

The HOP is a voluntary health insurance program for the sole benefit of annuitants, spouses of annuitants, survivor
annuitants and their dependents. The HOP is funded exclusively by the premiums paid by its participants. Participants may
select among two self-funded Medicare supplement plans, three Medicare Rx plans, and multiple Medicare Advantage plans.
Participants not eligible for Medicare have a choice of a self-funded high deductible indemnity plan and multiple managed
care plans. The HOP maintains reserves for claims that are Incurred But Not Reported (IBNR) and for claim fluctuation for the
self-funded benefit plans. At June 30, 2018, the PSERS recorded $17,880 in IBNR.

GASB 75 Employer Reporting

Total OPEB Liability, Deferred Outflows of Resources, Deferred Inflows of Resources and OPEB
Expense — All Plans

Below is an aggregation of the total OPEB liabilities, deferred outflows of resources, deferred inflows of resources, and OPEB
expense for all six postemployment benefit plans.

Premium
REHP* RPSPP* Judiciary House Senate Assistance* Total
OPEB liability
Primary goVernment...........cooeweeeeereeesereens $ 18,651,174 $ 6,115992 ¢ 685857 S 633,058 $392,365 S 11,990 $ 26,490,436
Discretely presented component units...... $ 1,270,183 S - S - S - S - S - $ 1,270,183
Deferred outflows of resources
Primary gOVernment.........coeeeeevvevreeennnnns S 554,714 $ 133,813 S - $ 19,881 S - S 690 S 709,098
Discretely presented component units...... S 33,111 S - S - S - S - S - S 33,111
Deferred inflows of resources
Primary government........cocoeeveveeveresennens S 1,714,957 S 668,521 S - S 43,799 S - S 564 S 2,427,841
Discretely presented component units...... S 130,244 S - S - S - S - S - S 130,244
OPEB expense
Primary government.............oo...cooeeeveeerseens $ 790,037 S 243,528 S 47,434 $ 43,432 $ 17,400 $ 511 $ 1,142,342
Discretely presented component units...... S 59,375 S - S - S - S - S - S 59,375
*Administered through a trust
Plans Administered Through Trusts — REHP and RPSPP
Plan Membership
At June 30, 2017, the REHP and the RPSPP OPEB plan membership consisted of the following (actual number of plan
members):
Census date December 31, 2016
REHP RPSPP
Inactive plan members or beneficiaries currently receiving benefit payments...... 63,974 4,907
Inactive plan members entitled to but not yet receiving benefit payments.......... 12,912 -
ACLIVE Plan MEMDEIS...c..iciieieeeceesec ettt s sre et st e st tesre e 71,681 4,299
Total all plan MEMDErS.......ceeeeiiiiiireei e e s s e srsenesenssnnsennnes 148,567 9,206
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NOTES TO THE FINANCIAL STATEMENTS (amounts in thousands) June 30, 2018

NOTE 10 - OTHER POSTEMPLOYMENT BENEFITS (OPEB) (continued)

Employer Contributions

REHP employer contributions are contractually required and established by the Office of Administration and the Office of the
Budget. All participating agencies and certain plan members must contribute specified amounts to the REHP. During the
fiscal year ended June 30, 2017, almost all REHP participating agencies contributed $362 (whole dollars) for each current,
active REHP eligible employee per biweekly pay period to fund the REHP. Several participating agencies contribute under
different but comparable payment arrangements.

RPSPP employer contribution requirements are established by the Office of Administration and the Office of the Budget.
During the fiscal year ended June 30, 2017 participating agencies contributed $1,140 (whole dollars) for each current RPSPP
eligible active employee per biweekly pay period to fund the RPSPP.

The REHP and RPSPP funding rates needed to fund current year annuitant health care costs are established as part of the
Commonwealth’s annual budgeting process. During the fiscal year ended June 30, 2017, the Commonwealth funded
$603,720 (estimated) of annuitant health care claims and administrative costs for the REHP and $122,870 (estimated) of
annuitant health care claims and administrative costs for the RPSPP. Any additional contributions to advance fund annuitant
health care liabilities are determined annually by the Commonwealth. During the fiscal year ended June 30, 2017, advance
funding of $50,000 for REHP was contributed to the Other Postemployment Benefits Investment Pool. Neither the REHP nor
the RPSPP annual required contribution has ever been fully funded. Determinations of advance funding amounts are
evaluated annually.

Net OPEB Liability
The net OPEB liability for both the REHP and the RPSPP was measured as of June 30, 2017, and the total OPEB liability used to
calculate the net OPEB liability was determined by an actuarial valuation as of that date.

Actuarial Assumptions and Other Inputs: The total OPEB liability in the June 30, 2017 actuarial valuation was determined
using the following actuarial assumptions applied to all periods included in the measurement, unless otherwise specified:

REHP/RPSPP
Actuarial cost method........ccccooeiiiiiii e Entry age normal
Method used to determine actuarial value of assets.... Market value
Investment retUrns..... .o s 5.00%
Inflation rate assuMption........ccecceerccereciee e, 2.60%
Payroll 8rowth......ccceecieiiieiiieeeeee e 2.90%
Cost of living adjustment.........ccceeeveeereeeieeceeeee e N/A

6.00% for 2017 decreasing to an
ultimate rate of 3.90% for 2075
Healthcare cost trend rates.......cccceeceeeecieecciee e and later years

Mortality rates were based on the RP-2000 Male and Female Combined Health Mortality Tables projected (using Projection
Scale AA) to 2016 for males and to 2020 for females, and then further adjusted to ensure sufficient margin improvement in
certain age ranges. Disabled participants mortality rates were based on the RP-2000 Male and Female Disabled Retiree
Mortality Tables projected (using Projection Scale AA) to 2021 for males and to 2017 for females. Each table includes a
margin for future improvement in life expectancy.

The actuarial assumptions used in the June 30, 2017 valuation were based on the State Employees’ Retirement System (SERS)
experience study that covered the years 2011 through 2015. The approved recommendations from that study were used to
determine the assumptions for this valuation, where applicable. The inflation assumption was selected by the SERS Board
during an April 2017 meeting based on a review of actual plan experience and the prevalent economic outlook. Consistent
with prior valuations, these demographic assumptions assume beginning of year decrements (retirement, withdrawal, death,
disability, etc.). For the employers that contribute to the REHP plan in accordance with a special contribution arrangement,
the withdrawal assumption is increased by a factor of 2.0 for one year of service or less and increased by 10 percentage
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NOTES TO THE FINANCIAL STATEMENTS (amounts in thousands) June 30, 2018

NOTE 10 - OTHER POSTEMPLOYMENT BENEFITS (OPEB) (continued)

points for service of 2 years through 9 years. Cost of living adjustments (COLA) may be granted on an ad hoc basis, there
were no COLAs granted during the measurement period.

The long-term expected rate of return on OPEB plan investments is determined using a risk premium review. This review
compares the current relationship between fixed income and equity and their relationship over long periods of time to come
up with an expected rate of return. Other variables considered in the expected rates of return are a reversion to the mean for
each asset class. Best estimates of arithmetic real rates of return for each major asset class included in the target asset
allocation as of June 30, 2017 are summarized in the following table:

Long-Term Expected

Asset Class Real Rate of Return
REHP RPSPP
International equity.......ccoecevevrreccnnnnne 8.50% 8.50%
Domestic equity 7.50% 7.50%
Real estate.....cccoeevreeererieerereeseeeeenes 7.50% 7.50%
Fixed iNCOME.....ccooveeerrereeeeeeeereeene 3.00% 3.00%
Cash and cash equivalents................... 1.00% 1.00%

Discount Rate

The discount rate used to measure the total OPEB liability was 3.58% as of June 30, 2017. This single discount rate was based
on the 20-year Bond Buyer GO Index municipal bond rate as of the end of June 2017. Since REHP and RPSPP have insufficient
assets to meet next year’s projected benefit payments, the municipal bond rate was applied to all periods of the projected
benefit payments to determine the total OPEB liability. The projection of cash flows used to determine the single discount
rate for each fiscal year end assumed that employer contributions will be made based on the current funding policy for future
years.

Changes in the Net OPEB Liability

REHP PRIMARY GOVERNMENT DISCRETELY PRESENTED COMPONENT UNITS
Total OPEB Plan Fiduciary Net OPEB Total OPEB  Plan Fiduciary =~ Net OPEB
Liability Net Position Liability Liability Net Position Liability
(a) (b) (a)-(b) (c) (d) (c)d)
Balance at June 30, 2016 20,380,612 $ 189,949 § 20,190,663 $ 1385144 § 9,302 S 1,375,842
Changes for the year
Service cost 570,385 570,385 43,355 43,355
Interest 589,160 589,160 40,257 40,257
Changes in assumptions- discount rate ...................... (2,060,205) (2,060,205) (153,293) (153,293)
Benefit payments
Employer paid (561,346) (561,346) (32,179) (32,179)
Contributions
Employer - 614,569 (614,569) 34,790 (34,790)
Administrative expenses (5,884) 5,884 (288) 288
Net investment income
Expected earnings 10,667 (10,667) 522 (522)
Difference between projected and actual earnings... 19,477 (19,477) 954 (954)
Net Change (1,462,006) 77,483 (1,539,489) (101,860) 3,799 (105,659)
Balance at June 30, 2017 18,918,606 S 267,433 S 18,651,174 $ 1,283,284 $ 13,101 $ 1,270,183
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NOTES TO THE FINANCIAL STATEMENTS (amounts in thousands)

June 30, 2018

NOTE 10 - OTHER POSTEMPLOYMENT BENEFITS (OPEB) (continued)

RPSPP PRIMARY GOVERNMENT

Total OPEB Plan Fiduciary Net OPEB

Liability Net Position Liability
(e) (f) (e)-{f)
Balance at June 30, 2016 S 6,746,387 S 82532 S 6,663,855
Changes for the year.
Service cost 193,336 - 193,336
Interest 196,049 - 196,049
Changes in assumptions - discount rate ..........ccoe..oveeeees (803,662) - (803,662)
Benefit payments
Employer paid (122,452) (122,452)
CONEIIDULIONS..cccvvverreiencrriiceeiisesesiiscesissessss s
Employer - 122,870 (122,870)
Administrative expenses - (417) 417
Net investment income.......
Expected investment earnings 4,127 (4,127)
Difference between projected and actual earnings... - 7,006 (7,006)
Net Change (536,729) 11,134 (547,863)
June 30, 2017 S 6,209,658 S 93,666 S 6,115,992

For the June 30, 2017 measurement, both the REHP and RPSPP experienced a gain due to changes in assumptions caused by

the increase in discount rate from 2.85% as of June 30, 2016 to 3.58% as of June 30, 2017.

Sensitivity of the Net OPEB Liability to Changes in the Discount Rate

The following presents the net OPEB liability for the REHP and the RPSPP OPEB plans of the Commonwealth, as well as what
the net OPEB liability would be if it were calculated using a discount rate that is one percentage point lower or one

percentage point higher than the current discount rate:

REHP Discount Rate

1% Decrease 1% Increase
Net OPEB liability 2.58% 3.58% 4.58%
Primary GOVernment......c..ooceeeeuevreevenennns S 21,852,961 S 18,651,174 S 16,527,144
Discretely presented component units..... S 1,501,831 S 1,270,183 S 1,106,927
RPSPP Discount Rate

1% Decrease 1% Increase

2.58% 3.58% 4.58%

Net OPEB liability......ccccovrerereeencneririenennen S 7,360,657 S 6,115,992 S 5,301,271

Sensitivity of the Net OPEB Liability to Changes in the Healthcare Cost Trend Rates

The following presents the net OPEB liability of the REHP and RPSPP OPEB plans Commonwealth, as well as what the net
OPEB liability would be if it were calculated using healthcare cost trend rates that are one percentage point lower or one

percentage point higher than the current healthcare cost trend rates.
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June 30, 2018

NOTE 10 - OTHER POSTEMPLOYMENT BENEFITS (OPEB) (continued)

REHP

Net OPEB Liability
Primary Government.........cccccvevniiiinenene
Discretely presented component units....

RPSPP

Healthcare Cost Trend Rates

1% Decrease 1% Increase

5.0% decreasing  6.0% decreasing 7.0% decreasing

Net OPEB Liability......c.ccceeevvinnieniinnnenns

to 2.9% t03.9% t0 4.9%
S 16,185,830 S 18,651,174 S 22,341,079
S 1,077,673 S 1,270,183 S 1,546,498

Healthcare Cost Trend Rates
1% Decrease 1% Increase
5.0% decreasing

to 2.9%

6.0% decreasing
to 3.9%

7.0% decreasing
to 4.9%

S 5,261,807 S 6,115,992 S 7,413,819

OPEB Expense and Deferred Outflows and Deferred Inflows
For the year ended June 30, 2017, the primary government recognized OPEB expense of $790,037 and $243,528 for the REHP
and the RPSPP, respectively, and the discretely presented component units recognized OPEB expense of $59,375 for the

REHP.

At June 30, 2017, reported deferred outflows of resources and deferred inflows of resources related to OPEB from the

following sources are listed below:

REHP Deferred Outflows of Resources Deferred Inflows of Resources
Primary Discretely Presented Primary Discretely Presented
Government Component Units Government Component Units
Employer contributions
subsequent to measurement date.................. S 554,714 S 33,111 S - S -
Changes in assumptions.........ccecevrecenereeceneruenenes - - (1,699,376) (129,481)
Net difference between
projected and actual investment earnings..... - - (15,581) (763)
TOtAleeeveeneeeneeereeeeeeeressresseeeeeeeessesssesneens $ 554,714  $ 33,111 S (1,714,957) S (130,244)
Deferred
Outflows of Deferred Inflows of
RPSPP Resources Resources
Employer contributions
subsequent to measurement date.................. S 133,813 §$ -
Changes in assumptions..........cceeeeeveverinreeresnenene - (662,917)
Net difference between
expected and actual plan experience.............. - (5,604)
] | U S 133,813 $ (668,521)
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NOTES TO THE FINANCIAL STATEMENTS (amounts in thousands)

June 30, 2018

NOTE 10 - OTHER POSTEMPLOYMENT BENEFITS (OPEB) (continued)

Amounts reported as deferred outflows or resources and deferred inflows of resources related to OPEB will be recognized in

OPEB expense as follows:

REHP

Primary Discretely Presented
Year ended June 30: Government Component Units
2018 $ (364,725) S (24,003)
2019, S (364,725) S (24,002)
2020..... S (364,725) S (23,986)
2021..... S (364,723) S (23,986)
2022........... $ (256,034) S (18,675)
Thereafter S (25) S (15,592)
RPSPP

Primary
Year ended June 30: Government
2018 $ (142,147)
2019 S (142,147)
2020...ciiiiiiireeneene S (142,147)
2021 $ (142,148)
1002 S $ (99,932)

Plans Not Administered Through Trusts — Judiciary, House and Senate

Plan Membership

The Judiciary, House, and Senate OPEB plan membership consisted of the following (actual number of plan members):

Census date February 28, 2018 March 31, 2017 July 1, 2017
Judiciary House Senate
Inactive plan members or beneficiaries currently receiving benefit payments....... 1,511 1,101 483
Inactive plan members entitled to but not yet receiving benefit payments........... - - -
ACEIVE PlaN MEMDEIS ..ottt s 1,950 1,730 759
Total all plan MEMDBErS.....cciiiiiiiiiiiiiiiiier s s s e ssassansenses 3,461 2,831 1,242

Employer Contributions

During the fiscal year ended June 30, 2018, the Judiciary funded $23,152 of annuitant health care claims and administrative
costs. The contribution policy of the Judiciary is to pay OPEB benefits as they come due. The Judiciary does not prefund its
OPEB. The authority to pay OPEB benefits as they come due for the Judiciary OPEB plan, fall under the purview of the

Supreme Court.

During the fiscal year ended June 30, 2018, the House funded $18,692 of annuitant health care claims and administrative
costs. The contribution policy of the House is to pay OPEB benefits as they come due. The authority to pay OPEB benefits as

they come due fall under the purview of the House.

During the fiscal year ended June 30, 2018, the Senate funded $9,142 of annuitant healthcare claims and administrative
costs. The contribution policy of the Senate is to pay OPEB benefits as they come due. The authority to pay OPEB benefits as

they come due fall under the purview of the Senate.
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NOTES TO THE FINANCIAL STATEMENTS (amounts in thousands) June 30, 2018

NOTE 10 - OTHER POSTEMPLOYMENT BENEFITS (OPEB) (continued)

Total OPEB Liability
The Judiciary, House and Senate reported a total OPEB liability for the fiscal year ended June 30, 2018. The valuation date
and measurement date differed for each plan.

Judiciary House Senate
Total OPEB liability reported June 30, 2018................ S 685,857 S 633,058 S 392,365
Valuation date........ June 30, 2018 July 1, 2016 July 1, 2017
Measurement date June 30, 2018 July 1, 2017 June 30, 2018

Actuarial Assumptions and Other Inputs
The total OPEB liability in the GASB 75 actuarial valuation was determined using the following actuarial assumptions and
other inputs, applied to all periods included in the measurement, unless otherwise specified:

Judiciary House Senate
INFIAtION.cceieeeeeeecee e 2.20% N/A N/A
Salary iNCreases........ocveevevenieenieeneeneneenes 3.00% 2.90% 3.50%
Discount rate.......ccceeveveunnne . 3.87% 3.13% 3.50%
Healthcare cost trend rates........cccceeeunene 5.5% to 3.84% 6.00% to 3.90% 9.00% to 5.00%
Retirees share of benefit-related costs...... 1% to 100% 1.00% 1.00%
Cost of living adjustments..........cccceeeerenenn N/A N/A N/A

The discount rate was based on:
Judiciary— Bond Buyer General Obligation 20-Year Municipal Bond Index at June 30, 2018
House— S&P Municipal Bond 20-year High Grade Rate Index at July 1, 2017
Senate— An average of three 20-year bond indices (Bond Buyer-20 Bond GO, S&P Municipal Bond 20 Year High Grade
Rate index, Fidelity GA AA 20 Years) as of June 30, 2018.

Mortality rates were based on:
Judiciary—the RP-2000 Healthy Annuitant Mortality Table for Males or Females using projection scale AA.
House— the RP-2000 Health Annuitant Mortality Table for Males or Females using projection scale AA.
Senate—the RP-2014 for Male or Female using projection scale AA

Changes in the Total OPEB Liability

Judiciary House Senate

(June 30, 2018) (June 30, 2017) (June 30, 2018)

Total OPEB liability at beginning of fiscal year S 661,575 S 652,117 S 384,107
Changes for the year:

SEIVICE COSt.nniiiiiiiiiiieniie e cee e te e st e e te e ste e s e e s e e e eeesneeenes 22,279 32,884 4,116

INEEIEST ... e e e e e e e e nnaes 25,155 16,804 13,284

Changes in assumptions or other inputs.........cccceveuenene - (50,056) -

Benefit PaymMents......oveeeevererecee e (23,152) (18,692) (9,142)

NEE CRANEES..creveeeeeeeeeeerereee e seseeeeses s eeessessessssseesessenes 24,282 (19,060) 8,258

Total OPEB liability at end of fiscal year S 685,857 S 633,057 S 392,365

Sensitivity of the Total OPEB Liability to Changes in the Discount Rate
The following presents the total OPEB liability of the Judiciary, House and Senate, as well as what the total OPEB liability
would be if it were calculated using a discount rate that is 1% lower or 1% higher than the current discount rate:

Commonwealth of Pennsylvania 156 Governor's Office of the Budget
WWWw.pa.gov www.budget.pa.gov



NOTES TO THE FINANCIAL STATEMENTS (amounts in thousands) June 30, 2018

NOTE 10 - OTHER POSTEMPLOYMENT BENEFITS (OPEB) (continued)

Discount @ Discount
Total OPEB liability Rate 1% Decrease Rate 1% Increase
Judiciary...ocooeeececenienen. 3.87% S 813,812 S 685,857 S 618,227
House.....ooceveieeieeeeene 3.13% S 733,174 S 633,058 S 551,947

Senate.....ooviiviiiiennnns 3.50% S 496,747 $ 392,365 $ 318,790

Sensitivity of the Total OPEB Liability to Changes in the Healthcare Cost Trend Rates
The following presents the total OPEB liability of the Judiciary, House and Senate, as well as what the total OPEB liability

would be if it were calculated using healthcare cost trend rates that are 1% lower or 1% higher than the current healthcare
cost trend rates.

@ Healthcare

Healthcare Cost Cost Trend
Total OPEB liability Trend Rate 1% Decrease Rate 1% Increase
Judiciary. .. 5.50%to03.84% $ 621,095 S 685,857 $ 807,988
HOUSE...ccvevrerreenne 6.00% to 3.90% $ 531,569 S 633,058 $ 763,242
Senate.....ccoeeevereennne 9.00% to 5.00% $ 312,558 S 392,365 $ 510,364

OPEB Expense and Deferred Outflows of Resources and Deferred inflows of Resources Related to OPEB

For the year ended June 30, 2018, the Judiciary, House and Senate recognized OPEB expense of $47,434, $43,432, and
$17,400, respectively. At June 30, 2018, the Judiciary, House and Senate reported deferred outflows of resources and
deferred inflows of resources related to OPEB from the following sources:

Deferred Outflows of Resources Deferred Inflows of Resources
Judiciary House Senate Judiciary House Senate
Changes in assumptions or other inputs.........ccccceevevnneee. S - S - S - S - § 43,799 S -
Contributions subsequent to measurement date............ - 19,881 - - - -
L] ] OOt S - S 19,881 § - S - S 43,799 $§ -

Amounts reported as deferred outflows of resources and deferred inflows of resources related to OPEB will be recognized in
OPEB expense as follows:

House

Year ended June 30:
2019 S 6,257
2020 S 6,257
2021 S 6,257
2022 S 6,257
2023 S 6,257
Thereafter.......c.ccocvveune. S 12,514

Total.....ccevveeiinnnnnns S 43,799
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NOTE 10 - OTHER POSTEMPLOYMENT BENEFITS (OPEB) (continued)

Special Funding Situation — Premium Assistance Plan

As a governmental nonemployer contributing entity in the Premium Assistance plan, the Commonwealth is required to
contribute 50% of the employers share of the OPEB contribution for the non-school entities. The Commonwealth’s
proportionate share of the net OPEB liability at June 30, 2018 was $11,990 or 0.5885%. The proportionate share is calculated
utilizing the employers’ one-year reported covered payroll as a percentage of the total one-year reported covered payroll.
The Commonwealth is assigned 50% of non-school entities covered payroll for purposes of calculating proportionate share.
The Commonwealth’s proportionate share of OPEB expense, deferred outflows of resources and deferred inflows of
resources are listed in the chart below.

Premium
Assistance
OPEB @XPENSE....cevuuuereernueererennereesnseeserenssessesnsnssessssessesnssssesnnns S 511
Deferred outflows of resources
Difference between projected and actual investment earnings....... S 13
Contributions subsequent to measurement date..........cceceeeeerrernenene S 677
Deferred inflows of resources
Changes of aSSUMPLIONS.......cccecirerieiieeseeeee e S 558
Changes iN ProPOrtioN.......ccececeeereeeereeeesre e e e reseneees S 6

Employer Contributions

The contribution policy of the Premium Assistance plan is governed by applicable provisions of the Retirement Code. A
portion of each employer pension contribution is set aside for the funding of the Premium Assistance. The total contribution
rate for employers and governmental nonemployer contributing entities is 0.83% of the total employer pension contribution.
The contribution rate for the Premium Assistance plan is set at a level necessary to establish reserves sufficient to provide
Premium Assistance plan payments for all participating eligible members for the subsequent fiscal year. The Premium
Assistance plan recognized $677 of contributions during the fiscal year ended June 30, 2018.
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NOTE 11 - CERTAIN AGENCY FUND CLAIMS LIABILITIES

The Pennsylvania Medical Care Availability and Reduction of Error Fund (Mcare), an agency fund, acts as a service agent to
facilitate the payment of medical malpractice claims to claimants which exceed basic liability coverage carried by healthcare
providers practicing in the Commonwealth. The Mcare collects statutory healthcare provider surcharges, as a percentage of
insurance premiums for basic liability coverage; in turn, the Mcare pays claimants on behalf of healthcare providers. The
Mcare has assets of $118,428 at June 30, 2018. The actuarially computed liability for outstanding claims for injuries caused by
alleged negligence by certain healthcare providers totaled $971,364 at June 30, 2018. The claims will be funded exclusively
through statutory surcharge assessments in future years as claims are settled and paid.

The Underground Storage Tank Indemnification Fund (USTIF), an agency fund, is used to collect fees from underground
storage tank owners and operators sufficient to pay owners and operators for costs associated with corrective actions or for
bodily injury or property damage caused by underground tank leaks and other releases. Owners and operators are assessed
actuarially determined amounts to accumulate sufficient assets to pay claims. The estimated actuarial liability for existing
and potential future claims total $360,682 and $1,386,810 respectively, at June 30, 2018. There are statutory limits on the
extent of the USTIF’s liability to participating owners and operators; the USTIF is not obligated beyond assets held at June 30,
2018. The USTIF has assets of $389,960 at June 30, 2018. Owners and operators will be assessed for any claims exceeding
assets and no financial liability is reported for those claims.
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NOTE 12 - JOINT VENTURE

The Commonwealth and various labor unions representing Commonwealth collective bargaining employees participate in a
joint venture, the Pennsylvania Employees Benefit Trust Fund (PEBTF). The PEBTF was established in 1988 through an
Agreement and Declaration of Trust (Agreement). The PEBTF establishes and provides healthcare benefits for active
Commonwealth employees and is the Commonwealth’s third-party administrator for paying retiree healthcare benefits for
the REHP and the RPSPP. The Commonwealth has, in its collective bargaining agreements with unions participating in the
Agreement, obligated itself to provide certain contributions on behalf of bargaining unit employees. The Commonwealth
also remits contractually established contributions on behalf of active non-union employees and other active employees
covered by contracts between the Commonwealth and other unions. Nearly all active employees contribute established
percentages of their salaries and wages received, constituting an ‘employee share,” to finance active employee benefits.
During the fiscal year ended June 30, 2018 total employer contributions for active employees amounted to approximately
$972,847; active employee contributions amounted to approximately $107,910. Neither the Commonwealth nor the unions
have an equity interest in the PEBTF.

At June 30, 2018, for the active employees benefit program, the PEBTF reported total assets of $638,773, total liabilities of
$1,633, total benefit obligations of $101,803, and an excess of net assets over benefit obligations of $535,337. During the
fiscal year ended June 30, 2018 the PEBTF reported an increase in net assets over benefit obligations of $65,113 for the active
employees benefit program.

Due to timing differences in the implementation and payment of the new employer contribution effective July 1, 2011, the
PEBTF recorded $237 in contribution overpayments for the fiscal year ended June 30, 2018. It is expected that these
overpayments will be offset by reductions in contribution payments as the collective bargaining agreements are adopted.

Audited financial statements for the active employee healthcare plans are available, by request, from:
Pennsylvania Employees Benefit Trust Fund

150 South 43rd Street
Harrisburg, Pennsylvania 17111-5700
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NOTES TO THE FINANCIAL STATEMENTS (amounts as stated) June 30, 2018

NOTE 13 — TAX ABATEMENTS

Tax Abatements

A tax abatement is an agreement between a government and an individual or entity in which the government promises to forgo
tax revenues and the individual or entity promises to subsequently take a specific action that contributes to economic
development or otherwise benefits the government or its citizens. As of June 30, 2018, the Commonwealth of Pennsylvania
provided tax abatements through the following programs listed in alphabetical order:

e The Coal Refuse Energy and Reclamation Tax Credit program is administered by the Department of Community and
Economic Development (DCED) under Article XVII-J of the Tax Reform Code of 1971 to incentivize Pennsylvania electric
generating facilities to use coal refuse for power generation, control acid gasses, and use ash produced to reclaim
mining-affected sites. To be eligible, an electric generating facility must have been in service within the
Commonwealth prior to July 1, 2016, must use qualified coal refuse to generate power, and use a qualified system to
control acid gasses. Additionally, facilities commit to using at least 50% ash produced in the prior year to reclaim
mining-affected sites. Eligible facilities may apply for tax credits of $4 dollars per ton of qualified coal refuse used, up
to 22.2% of the annual program cap of $10 million. If applications exceed the annual program cap, the credits will be
prorated among applicants. The tax credit must be first applied against the tax liability in the year of issuance, may
be carried forward 15 years, and after the initial filing may be sold to an approved business. Tax credits are valid to
be deducted from the following taxes: corporate net income, personal income, bank and trust company shares,
insurance premiumes, title insurance company shares tax, gross receipts, and mutual thrift institutions. For the fiscal
year ending June 30, 2018, $1.4 million in taxes were abated.

e The Education Tax Credit, previously known as the Educational Improvement Tax Credit (EITC), is administered by
DCED under Article XX-B of the Public School Code of 1949 to provide an incentive for Pennsylvania businesses to
make contributions to a list of pre-approved Scholarship Organizations (SO), Educational Improvement Organizations
(EI0), or Pre-Kindergarten Scholarship Organizations (PKSO). For both SOs and EIOs, businesses may apply to DCED for
a tax credit equal to 75% of the contribution for a one-year pledge, or 90% of the contribution for a two-year pledge,
up to $750 thousand annually. For PKSOs, businesses may apply for a tax credit equal to 100% of the first $10
thousand, and 90% of any additional amount up to $200 thousand. After receiving the approved application from
DCED, the business must make the contribution within 60 days, and provide DCED a written acknowledgement with
proof within 90 days. If proof is not received, the tax credit approval is void. For two-year applications, if the second
year contribution is not made, the prior year credit is reduced to 75%. Applications are approved first come/first
served. Tax credits are applied against the tax liability in the year of the contribution or the following year if a pass-
through entity. Credits may not be carried forward or sold, and total credits for the program cannot exceed $160
million annually (5110 million for SOs, $37.5 million for EIOs, and $12.5 million for PKSOs). If EITC’s total program
credits have been met, an applicant may elect to have the application be considered for the Opportunity Scholarship
Tax Credit program instead. Tax credits may be utilized against the following taxes: corporate net income, personal
income, insurance premiums, bank and trust company shares, mutual thrift institutions, title insurance company
shares, malt beverage, and surplus lines tax for retaliatory fees. For the fiscal year ended June 30, 2018, $129.4 million
in taxes were abated.

e The Film Production Tax Credit is administered by DCED under Article XVII-D of the Tax Reform Code of 1971, and
encourages production of films, television commercials, or television shows within the Commonwealth. To be eligible,
the productions must be for a national audience, and production companies must spend a minimum of 60% of their
total budgets on qualified Pennsylvania expenses. The budget must be approved by DCED. Tax credits are calculated
at 25% of qualified Pennsylvania expenses, with an option of an additional 5% if filming is at a qualified facility within
the Commonwealth. The total tax credits for an individual project are capped at 20% of the total annual program
budget of $60 million. The taxpayer also agrees to submit monthly progress reports and an independently audited
report of expenses upon completion of the project. If the agreed upon qualified film production expenses are not
incurred, the taxpayer must repay the Commonwealth the amount of tax credit claimed. Tax credits may be carried
forward three years, and after the initial filing may be sold to an approved business. Tax credits may be utilized against
the following taxes: corporate net income, personal income, insurance premiums, bank and trust company shares,
mutual thrift institutions, and title insurance company shares. For the fiscal year ended June 30, 2018, $60.4 million
in taxes were abated. Total taxes abated may exceed the annual cap of tax credits issued due to timing of redemption.
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NOTE 13 - TAX ABATEMENTS (continued)

e The Keystone Innovation Zone Program (KIZ) is administered by the Ben Franklin Technology Development Authority
(BFTDA) and DCED under Article XIX-F of the Tax Reform Code of 1971, and fosters entrepreneurial opportunities for
young companies to grow in designated geographic areas. Each KIZ has a keystone innovation zone partnership and
coordinator that develops a strategic plan for the targeted industry segments they are promoting. To be eligible for
the tax credit a business must be located within a designated KIZ geographic area, must be in operation less than eight
years, and must be within the specific KIZ's targeted industry sectors. Businesses must work with the KIZ coordinator
prior to applying for the KIZ tax credit. Tax credits are awarded for 50% of the increase of revenues within the KIZ
between the first and second year after application, up to $100 thousand. If a business has operations outside the
zone, the revenues are attributed based on property and payroll factors. If there is no payroll within the KIZ, the tax
credit may be reduced. If there is no property or payroll within the KIZ, the business is ineligible. Businesses must
report semi-annually through the KIZ Force reporting tool. If tax credits awarded exceed the $15 million annual
program cap, tax credits are prorated between recipients. Tax credits may be carried forward four years, and may be
sold to an approved buyer after the initial year’s filed taxes. Tax credits may be utilized against the following taxes:
corporate net income and personal income. For the fiscal year ended June 30, 2018, $16 million in taxes were abated.
Total taxes abated may exceed the annual cap of tax credits issued due to timing of redemption.

e The Keystone Opportunity Zone Program (KOZ) is administered by DCED under Chapter 16B of PS 73 Trade and
Commerce and Article XIX-D of the Tax Reform Code of 1971, and is designed to create economic development in
designated zones within the Commonwealth by providing tax abatements to businesses and residents located within
the zones. While zones are in effect, qualified applicants within the zone are eligible to have tax liabilities waived for
corporate net income tax, personal income tax, sales and use tax, mutual thrift institutions tax, bank and trust
company shares tax, and insurance premiums tax. Businesses that cease operations in a KOZ within five years of first
receiving tax benefits must repay a prorated percentage of the taxes abated; 66% if within three years or 33% if within
four to five years. Existing Pennsylvania businesses relocating to the zone must satisfy one of the following relocation
requirements to be eligible: increase full-time employment by at least 20% in the first year of operating within the
KOZ; make a capital investment of at least 10% of the business’ gross revenues of the year prior to relocating to the
KOZ; or enter a lease agreement for the duration of the KOZ with aggregate lease payments of at least 5% of gross
revenues of the year prior to relocating to the KOZ. Additionally, qualified businesses who are in the transportation,
pipeline, gas, or insurance industries are eligible to apply for a tax credit of $1,250 for each new full-time job created.
Tax credits may be applied up to 50% of their tax liability, and if tax credits exceed the annual program cap of S1
million the tax credits will be allocated on a pro-rated basis. Insurance companies may apply the tax credits against
their insurance premium tax liability. The qualified transportation, pipeline, and gas business are specifically excluded
from eligibility to waive corporate net income and personal income, and instead may apply the tax credits against
their corporate net income and personal income liabilities. KOZ applicants may not claim or accumulate the Tax Credit
for New Jobs, the Research and Development tax credit, or the Neighborhood Assistance Program tax credit. Qualified
businesses must also be fully compliant with all state and local taxes and building codes, and within their annual
renewal should include reporting on the jobs and private investment created within the KOZ. For residents to be
eligible for tax waiver of personal income tax they must reside 184 consecutive days in the zone during each tax year,
and comply with all state and local tax laws. In conjunction with the KOZ, the Commonwealth also at times committed
to providing other economic growth opportunities in the form of grants and training reimbursements. For the fiscal
year ended June 30, 2018, $92.1 million in taxes were abated.

e The Neighborhood Assistance Programs are administered by DCED under Article XIX-A of the Tax Reform Code of 1971,
and provides an incentive for Pennsylvania business to contribute to approved neighborhood organizations’ projects
or otherwise provide qualified assistance to impoverished areas. There are five subset programs to Neighborhood
Assistance Program tax credit program: the Neighborhood Assistance Program (NAP) is for contributions for projects
to improve distressed communities, the Special Program Priorities (SPP) targets Commonwealth designated priority
problems or projects within a distressed area, the Neighborhood Partnership Program (NPP) works holistically on
multiple projects and contributions must be for five or more years, the Charitable Food Program (CFP) supports
nonprofit regional food banks, and the Enterprise Zone Program (EZP) allows businesses in distressed areas to receive
tax credits for investing directly in the construction costs of rehabilitating or improving buildings or land. The eligibility
requirements and tax credit awards vary by subset program. In order to be eligible for the NAP, SPP, NPP and CFP tax
credits, a business must provide to DCED a letter of commitment on corporate letterhead to contribute to an approved
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NOTE 13 - TAX ABATEMENTS (continued)

neighborhood organization’s project in one of these subset programs. Upon approval, the contribution must be made
within 12 months, and the business must submit proof of contribution to DCED within 18 months to receive the tax
credit certificate. The neighborhood organization must use the donation on the approved project within 15 months
of the donation. Tax credits are awarded at 55% of the contribution for NAPs, 75% of the contribution for SPPs, 75-
80% for Neighborhood Partnership Programs, and 55% for Charitable Food Programs. The tax credit per business is
capped at $500 thousand for contributions to three or fewer projects or $1.25 million for four or more projects. In
order to be eligible for the EZP, a business must invest in the rehabilitation, expansion, improvement, engineering,
architecture or acquisition of a building or land within a designated Enterprise Zone distressed community. The
business must additionally provide full-time employment opportunities with benefits at a defined family sustainable
wage. The tax credits are awarded at 25% of the investment up to a $500 thousand limit per business. The
Neighborhood Assistance Programs combined annual cap is $18 million. Tax credits must be applied against the
business’ tax liability, can be carried forward five years, and after the initial filing may be sold to an approved business.
The tax credits may be utilized against the following taxes: corporate net income, personal income, bank and trust
company shares, mutual thrift institutions, insurance premiums, and title insurance. For the fiscal year ended June
30, 2018, $18 million in taxes were abated.

e The Neighborhood Improvement Zone Program (NIZ) is administered by a contracting authority with oversight by the
Department of Revenue (DOR), under Article XIX-B of the Tax Reform Code of 1971, and is a hybrid tax incremental
financing program with a primary focus for the construction of an arena and a secondary focus for economic
development in the zone. Each year entities located or partially located within the zone are required to file a NIZ
report, which includes the following state taxes paid during the previous calendar year: corporate net income, capital
stock/foreign franchise, bank and trust company shares, sales, use & hotel occupancy, employer withholding, gross
receipts, unemployment compensation, realty transfer, cigarette, vehicle rental, gross premiums, malt beverage, and
liquor/wine. The total amount of state taxes certified by DOR and applicable local taxes are deposited into the NIZ
fund for use by the contracting authority. The authority may utilize the funds for the payment of debt service on bonds
issued for the construction of the arena, or to fund the debt service of additional eligible improvement projects within
the zone. All eligible NIZ projects must be geographically located within the NIZ and be approved by the authority.
Once in operation, the payment of taxes associated with the project can go toward payment of the debt service owed
by the developer on the project. The NIZ zone is effective for a period equal to the payment of all debt service incurred,
including bond repayment or 30 years, whichever occurs first. For the fiscal year ended June 30, 2018, $45.6 million
in taxes were abated.

e The Opportunity Scholarship Tax Credit (OSTC) is administered by DCED under Article XX-B of the Public School Code
of 1949, and allows for businesses to receive tax credits for contributions to a list of pre-approved scholarship
organizations. Businesses may apply to DCED for a tax credit equal to 75% of the contribution for a one-year pledge,
or 90% of the contribution for a two-year pledge, up to $750 thousand annually. After receiving the approved
application from DCED, the business must make the contribution within 60 days, and provide DCED a written
acknowledgement with proof within 90 days of the approved application. If proof is not received, the tax credit
approval is void. Applications are approved first come/first served. Tax credits may not be sold, and total credits for
the program cannot exceed $50 million annually. If program thresholds are not met in a given year, the remaining
balance will be available to the waiting list of the Education Tax Credit Program for Scholarship Organizations and Pre-
Kindergarten Organizations, but not for Educational Improvement Organizations. Tax credits may be utilized against
the following taxes: corporate net income, personal income, insurance premiums, bank and trust company shares,
mutual thrift institutions, title insurance company shares, malt beverage, and surplus lines for retaliatory fees. For the
fiscal year ended June 30, 2018, $32.6 million in taxes were abated.

e The Resource Enhancement and Protection Tax Credit (REAP) is administered by the State Conservation Commission
(SCC) under Article XVII-E of the Tax Reform Code of 1971 and provides an incentive for farmers and agricultural
businesses to institute “Best Management Practices” (BMP) to protect Pennsylvania natural resources. Pennsylvania
farmers or businesses must apply to the SCC with a qualified proposed or completed BMP project; and must agree to
maintain the BMP for the life span of the practice as defined by the SCC. Tax credits are awarded at 50% - 75% of
eligible implementation costs, dependent on the type of BMP, up to $150 thousand per agricultural operation. The
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NOTE 13 - TAX ABATEMENTS (continued)

program is first come/first served up to the annual program cap of $10 million. The tax credit must be first applied
against the tax liability in the year of issuance, may be carried forward 15 years, and after the initial filing may be sold
to an approved business. If the BMP is not maintained for the entire defined life span, all tax credits must be refunded.
Tax credits may be utilized against the following taxes: corporate net income, personal income, bank and trust
company shares, mutual thrift institutions, insurance premiums, and title insurance company shares. For the fiscal
year ended June 30, 2018, $5.4 million in taxes were abated.

e The Tax Credit for New Jobs, formerly and more commonly known as the Job Creation Tax Credit (JCTC) is administered
by the Department of Community and Economic Development (DCED) under Article XVIII-B of the Tax Reform Code of
1971, and promotes economic growth through the expansion of jobs at existing or new Pennsylvania businesses. To
be eligible to receive the JCTC, the business must apply to DCED with a plan of the anticipated number of jobs to be
created. At a minimum, a business must agree to create 25 or more new full-time jobs or increase employment by
20% in Pennsylvania, and once approved by DCED the business has three years after an assigned start date to create
the full-time jobs. To qualify as a full-time position, the employee must earn an hourly wage of at least 150% of the
federal minimum wage. Additionally, the business must demonstrate financial stability, leadership in business
technology or innovation, and that the business decision to expand or locate within the Commonwealth was based in
part on the JCTC opportunity. Businesses must also agree to maintain operations for five years from the start date.
Although businesses do not receive the tax credit until after the jobs are created, if businesses do not maintain
operations for five years all tax credits must be refunded. If a business does not create the required promised number
of jobs, penalties may be assessed. The tax credit is awarded at $1 thousand per full-time job or $2.5 thousand if the
job is filled by a veteran or unemployed individual. The JCTC is awarded first come/first served, up to the annual
program cap of $10.1 million. Additionally, a minimum of 25% of all credits must be awarded to small businesses with
100 or less employees. Tax credits can be applied up to 100% of the business’ tax liability, must be claimed within five
years of the tax credit certificate, and may not be sold. Tax credits may be utilized against the following taxes:
corporate net income, personal income, bank and trust company shares, mutual thrift institutions, gross receipts,
gross premiums, and title insurance company shares. In conjunction with the JCTC, the Commonwealth also at times
committed to providing other economic growth opportunities in the form of grants, loans, and training
reimbursements. For the fiscal year ended June 30, 2018, $10.1 million in taxes were abated.
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NOTE 14 — COMMITMENTS AND CONTINGENCIES

Construction and Other Commitments: At June 30, 2018 the Department of Transportation (DOT) had contractual
commitments of approximately $1,344,050 for various DOT highway construction and mass transit projects. Financing for
these future expenditures will be primarily from approved federal grants and general obligation bond proceeds. In addition,
the Commonwealth has a variety of contractual and other commitments for future subsidies and purchases of goods and
services for approximately $5,255,268 at June 30, 2018. Actual expenditures are contingent upon approved spending
authority and/or availability of financial resources.

Encumbrances: The Commonwealth utilizes encumbrances to account for outstanding commitments for open purchase
orders and unfulfilled contracts. Amounts related to encumbrances based on outstanding purchase orders or other contracts
are as follows:

General Fund.........ccccuvvevennvennnee S 602,118
Motor License Fund........cccceeeee... 291,026
Capital Facilities Fund..................... 1,107,482
Other nonmajor funds........cc.cu..... 431,108
L) - | PO $2,431,734

Investment Commitments: At June 30, 2018, the Treasury Commonwealth Investment Program had capital commitments
of $233,624 to fund alternative investments, of which $9,675 was unfunded. At June 30, 2018, the Tuition Payment Fund
had capital commitments of $475,991 to fund alternative investments, of which $27,062 was unfunded.

Loan and Grant Commitments: At June 30, 2018 primary government funds had approved $4,089 in loans that had not
been disbursed. Also at June 30, 2018 the Commonwealth Financing Authority (CFA), a blended component unit, had
approved loans and grants that had not been disbursed of $424,775.

Operating Lease Commitments: As of June 30, 2018, the Commonwealth has commitments to lease certain buildings and
equipment. Future minimum rental commitments for non-cancelable operating leases as of June 30, 2018 were as follows:

Fiscal year ending June 30:

2024-28...ceeeeeeeeeteee ettt ettt et ae st 420,240
2029-33 ettt et et et be e 147,345
2034-38...eeeeeeee et sttt et a e e 7,381

Total Minimum Lease Payments.........cccocevevvevvveivevvvsvnne. S 1,424,842

Rental expenditures/expenses for all operating leases for the fiscal year ended June 30, 2018 amounted to $345,674.

Child Support Payments: At June 30, 2018, the Commonwealth was contingently liable for approximately $18,316 in
payments received by a contractor to be used for child support payments.

Litigation: The Commonwealth is a defendant in numerous legal proceedings pertaining to matters normally incidental to
routine operations. Such litigation includes, but is not limited to, claims asserted against the Commonwealth arising from
alleged torts, alleged breaches of contracts, condemnation proceedings, and other alleged violations of Commonwealth and
Federal laws. The Commonwealth has reported accrued liabilities at June 30, 2018 with respect to torts as described in Note
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NOTE 14 - COMMITMENTS AND CONTINGENCIES (continued)

8 for probable losses, and, separately, other general long-term obligations with respect to litigation cases in the amount of
$31,156 for which the likelihood of an unfavorable outcome is probable.

Additionally, the Commonwealth is currently involved in certain legal proceedings for which the likelihood of an unfavorable
outcome is reasonably possible and may impair future revenue sources. Unfavorable outcomes for such cases, which the
Commonwealth is vigorously contesting, could range from approximately $17,000 to $150,000 for the General Fund; $0 to
$4,000 for the Motor License Fund, a special revenue fund; and $100 to $1,000,000 of possible additional liabilities for the
State Employees’ Retirement System, a fiduciary fund. The range of potential liability for governmental activities is from $0 to
$155,000. The liability for these cases has not been recorded as of June 30, 2018.

Federal Grants: The Commonwealth receives significant financial assistance from the Federal government in the form of
grants and entitlements, including several non-cash programs (which are not included in the basic financial statements).
Receipt of grants is generally conditioned upon compliance with terms and conditions of the grant agreements and applicable
Federal regulations, including the expenditure of resources for eligible purposes. Substantially all grants are subject to either
the Federal Single Audit Act or to financial and compliance audits by the grantor agencies of the Federal government or their
designees. Disallowances and sanctions as a result of these audits may become liabilities of the Commonwealth. The
Commonwealth is currently involved in administrative and legal proceedings, with certain federal agencies, contesting
various disallowances and sanctions related to federal assistance programs ranging from $17,000 to $155,000 at June 30,
2018. The Commonwealth’s management believes ultimate disallowances and sanctions, if any, will not have a material
effect on the basic financial statements.

Lottery Prizes: The State Lottery Fund (Lottery), an enterprise fund, awards a variety of prizes, including immediate, lump-
sum cash prizes and certain large prizes, which provide for periodic payments to winners for specific periods of time (in some
cases throughout the winners’ lifetimes, and to designated beneficiaries). At June 30, 2018, the amount of future payments
owed to prizewinners was $511,626. To satisfy its financial obligation to these prizewinners, the Lottery purchases annuity
contracts from insurance companies whereby the insurance companies make periodic payments to prizewinners. Generally,
in the event of insurance company default, the Lottery is liable for the related annuity payments. However, certain
prizewinners voluntarily assign their annuity rights to other parties and receive lump-sum payments in return. In the event of
insurance company default where annuity rights have been voluntarily assigned by prizewinners, the Lottery is not liable for
the related annuity payments. At June 30, 2018, prizewinners had voluntarily assigned future payments of $578,076.

Pennsylvania Turnpike Commission (PTC): The PTC, a discretely presented component unit, had $980,241 of Special
Revenue Bonds outstanding at May 31, 2018. Pursuant to Act 44 of 2007 the PG, through its Motor License Fund, provided
security for these bonds in the event of a debt service shortfall. This guarantee extends until the retirement or defeasance of
any special revenue bonds or until October 13, 2057, whichever is sooner. To date, the PTC has made all required Special
Revenue Bond debt service payments. No funds have been drawn or requested from the Commonwealth’s Motor License
Fund for special revenue bond debt service during the current reporting period or any prior reporting periods. In the event
that the Commonwealth’s Motor License Fund would be required to make a special revenue bond debt service payment, a
provision of the Amended Lease and Funding Agreement, executed between the PTC and the Motor License Fund, requires
the PTC to reimburse the Motor License Fund for any special revenue bond debt service payments plus interest.

During the PTC’s fiscal year ending May 31, 2018, total interest and principal due on the $980,241 of special revenue bonds
outstanding at May 31, 2018 will amount to $39,235 and $3,940, respectively. Disclosures related to the PTC’s special
revenue bonds payable as of May 31, 2018 are provided in Note 16 to the basic financial statements.

Commonwealth of Pennsylvania 166 Governor's Office of the Budget
WWWw.pa.gov www.budget.pa.gov



NOTES TO THE FINANCIAL STATEMENTS (amounts in thousands) June 30, 2018

NOTE 14 - COMMITMENTS AND CONTINGENCIES (continued)

Loan Guarantees: The CFA, through various economic development programs, provided loan guarantees as of June 30,
2018 as follows:

First Industries Loan Guarantees S 18,680
Tax Increment Financing Guarantees 19,643
New Pennsylvania Venture Guarantees 56,800

Total loan guarantees S 95,123

In the event a borrower is unable to make the required debt service payment on a guaranteed debt issuance, or a loss is
incurred on the aggregate guaranteed investment portfolio, the CFA is required to make payment. The guarantees related to
the New Pennsylvania Venture Guarantee Program extend throughout the life of the investment portfolio. The guarantees
related to the Tax Increment Financing Guarantee and First Industries programs extend through July 1, 2032 and July 15,
2035, respectively, as of June 30, 2018.

Nonexchange Financial Guarantees: As of June 30, 2018, the Commonwealth, in accordance with Act 52 of 2013 as
amended by Act 84 of 2016, has guaranteed the remaining $6,080 of the 26-year, $6,080 December 2015 general obligation
bond issuance of the Lancaster City Revitalization and Improvement Zone (CRIZ) Authority, a legally separate authority
operating as a component unit of the City of Lancaster. The bonds mature in varying annual installments, plus interest,
beginning December 2017 through December 2041. The Commonwealth has also guaranteed the remaining $1,800 of the
five-year, $4,000 note payable of the Lancaster CRIZ Authority, payable to the Lancaster County Convention Center
Authority. The note matures in 2020, with varying annual installments, carrying a 0% interest rate. In the event that the
Lancaster CRIZ Authority is unable to make payment on these obligations, the Commonwealth will be required to make that
payment on behalf of the Lancaster CRIZ Authority under the borrowing provision within the CRIZ law.

As of June 30, 2018, the Commonwealth, in accordance with Act 52 of 2013 as amended by Act 84 of 2016, has guaranteed
the remaining $5,994 of the 25-year, $6,000 August 2017 conduit debt loan entered into by the Bethlehem Revitalization &
Improvement Authority (BRIA), a legally separate reporting entity. The loan matures in 2044, with a variable interest rates of
at least 4.375% during the loan term. In the event that the BRIA is unable to make payment on this obligation, the
Commonwealth will be required to make that payment on behalf of the BRIA under the borrowing provision within the CRIZ
law.

The CFA has recognized a liability for nonexchange financial guarantees at June 30, 2018 of $17,654 and has made cumulative
payments of $9,800 for said amount. The CFA expects to recover a portion of these amounts in future periods; however, at
this time the amount of any future recoveries is undeterminable.

Balance Balance
July 1, 2017 Additions Reductions June 30,2018

$ 16,814 S 1,693 $ 853 S 17,654

Primary Government Commitment for the Pennsylvania Convention Center Authority (PCCA): According to a
contractual arrangement (Operating Agreement) among the Commonwealth, the City of Philadelphia, and the PCCA, a
discretely presented component unit, the Commonwealth is required to make payments to the PCCA to finance operating
deficits. Such payments are to be primarily financed using the Gaming Fund. The Gaming Fund is used to finance a variety of
programs and/or projects and the Gaming Fund itself may be unable to finance all of the PCCA operating deficits during the
term of the Operating Agreement, which expires in 2039. In that event, primary government payments to the PCCA based on
the Operating Agreement must be financed using funds separate from the Gaming Fund; such amounts are subject to annual
appropriation by the General Assembly.
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NOTE 14 - COMMITMENTS AND CONTINGENCIES (continued)

Primary Government Commitment for the CFA: According to a contractual arrangement (Service Agreement) among
the Department of Community and Economic Development, the Office of the Budget and the CFA, the primary government is
required to request sufficient annual appropriations from the General Assembly (to be funded by the General Fund and the
Gaming Fund) to finance the service fee established in the Service Agreement. The service fee is the only significant source of
funds the CFA has to pay its debt service obligations. The amount of such service fee is to be requested by October 1, each
year, for the succeeding fiscal year budget effective July 1 of the following year. During the term of the Service Agreement,
there can be no assurance that 1) the General Assembly will annually appropriate sufficient amounts to fund the annual
service fee, or 2) funds will be available to finance such annual appropriations. During the fiscal year ended June 30, 2018 the
primary government paid a service fee in the amount of $186,052. Disclosures related to the CFA’s $4,087,710 of revenue
bonds payable are provided in Note 6 to the basic financial statements.

Primary Government Commitment for the Pittsburgh Penguins Arena: A lease agreement between the
Commonwealth and the Sports and Exhibition Authority of Pittsburgh and Allegheny County (SEA) created a ‘subject to
appropriation’ obligation of the Commonwealth. In October 2007, the SEA issued $313,300 of Commonwealth Lease
Revenue Bonds (the Arena Bonds) to finance a multi-purpose arena to serve as home of the Pittsburgh Penguins (the
Penguins), a hockey team in the National Hockey League. The Arena Bonds are not debt of the Commonwealth but are
limited obligations of the SEA payable solely from the special revenues pledged. These special revenues include annually (1)
$4,100 from a lease with the Penguins, (2) not less than $7,500 from the operator of a casino located in the City of Pittsburgh,
and (3) $7,500 from the Commonwealth’s Gaming and Economic Development and Tourism Fund. While the special
revenues are currently projected to be adequate to pay all debt service on the Arena Bonds, to the extent such revenues in
any year are inadequate to cover debt service, the Commonwealth is obligated under the Arena Lease to fund such
deficiency, subject in all cases to appropriation by the General Assembly. The maximum annual amount payable by the
Commonwealth under the Arena Lease is $19,100.

In April 2010, the SEA issued $17,360 in additional Commonwealth Lease Revenue Bonds (the Supplemental Arena Bonds).
The Supplemental Arena Bonds do not constitute debt of the Commonwealth but are limited obligations of the SEA payable
solely from the special revenues pledged therefor. The Commonwealth is obligated under the Arena Lease to fund any
deficiency in special revenues necessary to pay debt service; subject in all cases to appropriation by the General Assembly.
For fiscal year ended June 30, 2018 the actual amount appropriated to support the SEA debt service was $4,768.
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NOTE 15 — NET POSITION AND FUND BALANCE

Governmental Activities and Business-Type Activities Net Position: Total net position is the difference between total assets
and total deferred outflows of resources less total liabilities and total deferred inflows of resources as reported on the
statement of net position. Total net position is reported in three distinct components: Net investment in capital assets;
restricted net position; and unrestricted net position.

Net investment in capital assets represents total capital assets less accumulated depreciation and the outstanding liability
(excluding unspent proceeds) for debt specifically related to the construction and acquisition of the capital assets. At June
30, 2018, governmental and business-type activities, respectively, reported net investment in capital assets of $32,975,535
and $600,833.

Restricted net position is reported based on constraints imposed by either: 1) creditors, grantors, contributors, or laws or
regulations of the federal or other governments; or 2) Commonwealth enabling legislation. At June 30, 2018, governmental
and business-type activities, respectively, reported $1,973,569 and $3,662,189 of restricted net position. Net position
restricted for other purposes of $133,877 for business-type activities at June 30, 2018 include amounts for a range of
dissimilar statutory purposes.

Unrestricted net position represents total net position less the amounts of net investment in capital assets and restricted net
position. At June 30, 2018, governmental and business-type activities, respectively, reported unrestricted net position
deficits of $42,892,246 and $5,038,475.

Governmental Funds Fund Balance: Reported fund balance within individual governmental funds is categorized between
nonspendable and spendable categories. At June 30, 2018 nonspendable fund balance is only reported for amounts which
are not in spendable form; no nonspendable fund balance is reported based on either legal or contractual requirements to be
maintained intact. Within the spendable category, fund balance is further categorized among: restricted, committed,
assigned and, unassigned categories. For the General Fund, balances may be reported within any of the four spendable
categories. However, for all other funds, all balances must be reported within the restricted, committed, or assigned
categories, with the exception of a fund balance deficit, which then must be reported in the unassigned category. At June
30, 2018, spendable governmental funds fund balance is categorized among all categories except that no assigned fund
balance is reported among any governmental fund for which reporting assigned fund balance would cause reporting a deficit
unassigned fund balance. The following chart provides detail about reported nonspendable fund balance and fund balance
restrictions and commitments at June 30, 2018:
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NOTE 15 — NET POSITION AND FUND BALANCE (continued)

Motor
General License Nonmajor
Fund Fund Funds Total
Nonspendable:
Not in spendable form:
Advances to other funds.....cccoceeeeveeeeeeerenenns S 7,475 S - S - S 7,475
Long-term loans receivable..........ccccuvveeeeeenn. 41,174 - - 41,174
Due from component unit........cccceeeveeernnnnen. 152,851 - - 152,851
Total nonspendable........ccccceeveviiineinnnnn. 201,500 - - 201,500
Restricted for:
General government operations 1,378 - 61,462 62,840
Health-related programs........cccceeveieiiiiieennnnne - - 16,223 16,223
Transportation.........cceeceeeieeeerieeeeeeeeeeeeeceeeeeeee - 1,003,959 940,248 1,944,207
Unemployment/worker's compensation...... - - 1,021,970 1,021,970
Environmental and conservation programs. - - 656,240 656,240
Economic development........ccccoccceveeeccveeeeenns - - 16,130 16,130
Gaming/horse racing regulation.................... - - 537,840 537,840
Emergency support.....cccceeeeeeiieeveeeiniiiceenennns - - 97,655 97,655
Total restricted......cccceiiiiiiiiiiiiiiiiiiiiannans 1,378 1,003,959 3,347,768 4,353,105
Committed for:
General government operations.................... 2,163,937 - - 2,163,937
Health-related programs........cccceveveviiveeennnne - - 21,265 21,265
Transportation......ccccccceeeeenieeeieeeeeccecceeceeen - - 47,476 47,476
Capital Projects.....cccceeeeeeeeeecccceieeeeee e - - 1,612,243 1,612,243
DEDTt SEIVICE..uuuviieieeieeeeecctrereee e eeeccaee s - - 53,594 53,594
Elderly programs......cccccceevveceeeesiceeeeeesneeen . 13,891 - - 13,891
Environmental and conservation programs. 118,501 - 45,721 164,222
Economic development........ccccoeecieiiininiennnnne 118,381 - - 118,381
Higher education........cccceeeeiiieeeccceeeecccieee e, 322,472 - - 322,472
Total committed.......coocviiiiiiiniiiiiieininnnnnn. 2,737,182 - 1,780,299 4,517,481
Unassigned:
[ o] RN (2,126,350) - (9,481) (2,135,831)
Total fund balances.........cccevevevieiiinnnennnn.n. S 813,710 S 1,003,959 $ 5,118,586 S 6,936,255

A portion of the nonspendable fund balance reported by the General Fund, $7,475, is applicable to advances to other funds
at June 30, 2018 as follows: $2,300 to the State Workers’ Insurance Fund, an enterprise fund; $2,175 to the Motor License
Fund and $3,000 to the Medical Marijuana Program Fund, both special revenue funds, respectively.

Governmental Funds Fund Balance Deficit: The Uninsured Employers’ Guaranty Fund, a special revenue fund, reported a
fund balance deficit of $9,481 at June 30, 2018.

Proprietary Funds Net Position: Nonmajor enterprise funds reported total restricted net position for “other purposes” of
$133,877 at June 30, 2018 for the following programs: mine subsidence insurance, $124,559; vocational rehabilitation,
$2,027; maintain historical properties, $2,240; restaurant maintenance in state facilities, $728; and local government loans,
$4,323.
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NOTE 15 — NET POSITION AND FUND BALANCE (continued)

Proprietary Funds Unrestricted Net Position Deficits: In addition to unrestricted net position deficits reported in four of the
six major enterprise funds (State Workers’ Insurance Fund, State Lottery Fund, State Stores Fund and the Commonwealth
Financing Authority, a blended component unit), one nonmajor enterprise fund and the two internal service funds reported
an unrestricted net position deficit in the statement of net position-proprietary funds at June 30, 2018. The Rehabilitation
Center Fund, an enterprise fund, reported an unrestricted net position deficit of $65,385 at June 30, 2018.

The Manufacturing Fund and the Purchasing Fund, both internal service funds, reported unrestricted net position deficits of
$28,441 and $49,515, respectively, at June 30, 2018. With the Commonwealth’s implementation of GASB Statements No. 68
and No. 75, these funds have reported pension and other postemployment benefit liabilities, causing these deficits.
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NOTE 16 — DISCRETELY PRESENTED COMPONENT UNITS

Discretely Presented Component Units (DPCUs) as defined by Governmental Accounting Standards Board (GASB) Statement
No. 14, paragraph 20, and amended by GASB 61, paragraph 4b, are legally separate organizations for which the elected
officials of the primary government (PG) are financially accountable. In addition, DPCUs can be other organizations of which
the nature and significance of their relationship with the PG is such that exclusion of these organizations from the PG’s
financial statements would be misleading. DPCUs are established for the benefit of the Commonwealth’s citizenry for a
variety of purposes such as economic development, financing and public transportation. The following DPCU disclosures
include only information that is deemed essential to the fair presentation of the Commonwealth’s financial statements.

Restatements

The Pennsylvania Housing Finance Agency (PHFA), the Pennsylvania Higher Education Assistance Agency (PHEAA), the
Pennsylvania Infrastructure Investment Authority (PENNVEST) and the State System of Higher Education (SSHE) adopted
GASB Statement No. 75, Accounting and Financial Reporting for Postemployment Benefits Other Than Pensions (OPEB) for
the fiscal year ended June 30, 2018. Statement No. 75 establishes standards for recognizing and measuring liabilities,
deferred outflows of resources, deferred inflows of resources, and expense/expenditures. For defined benefit OPEB, this
Statement identifies the methods and assumptions that are required to be used to project benefit payments, discount
projected benefit payments to their actuarial present value, and attribute that present value to periods of employee service.
The SSHE also adopted GASB Statement No. 81, Irrevocable Split-Interest Agreements for the fiscal year ended June 30,
2018. Statement No. 81 improves accounting and financial reporting for irrevocable split-interest agreements by providing
recognition and measurement guidance for situations in which a government is a beneficiary of the agreement. The
following tables reflect the aggregate restatement impact on the beginning net position:

Statement of Net Position

PHFA PHEAA PENNVEST SSHE
Net position, as previously reported, at June 30, 2017........... S 779,525 S 687,032 S 3,656,019 S 201,085
Cumulative effect of adopting GASB 75.........ccevverereruennennne (49,724) (382,668) (7,041) (1,280,301)
Cumulative effect of adopting GASB 81.........cccccecvvverveennane. - - - 13,497
Net position, as restated, at July 1, 2017.........ccccecerererereeunnns S 729,801 S 304,364 S 3,648,978 $ (1,065,719)

Please refer to the individual component unit separately audited and issued financial statements for additional restatement
detail.

Deposits, Investments and Financial Instruments with Off-Balance Sheet Risk

DPCU organizations typically control receipt and disbursement of their own deposits, often through a trustee. Enabling
legislation provides varying authority for investments; several DPCU organizations participate in the Commonwealth
Investment Program (CIP).

Fair Value of Investments

The following table categorizes the investments within the fair value hierarchy established by generally accepted accounting
principles. The hierarchy is based on the valuation inputs used to measure the fair value of the asset. Level 1 inputs are
quoted prices in active markets for identical assets; Level 2 inputs are significant other observable inputs; Level 3 inputs are
significant unobservable inputs. Component Units of the SSHE reported investments that were valued at net asset value
(NAV).

A more detailed discussion of the application of the fair value hierarchy as it applies to each component unit is available from
the component units separately issued financial statements.
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NOTE 16 — DISCRETELY PRESENTED COMPONENT UNITS (continued)

Investment Type/Fair Value PTC PHFA PHEAA PENNVEST SSHE
Asset backed securities
LEVEl 2ttt eeeeeenenene S - S - S - S - S 140,816
Bond mutual funds
LeVEl Lottt enenne - - - - 2,434
NAV..c.orieirieinteeseeiesseseeseseeseesensesessenens - - - - 12,690
Commercial paper
LEVEl 2.t - - 38,993 - 147,471
Common stock
LEVEl L.t - - - - 2,723
Commonwealth investment pool
LEVEl 2.ttt - - - 1,443,216 -
NAV..coorieirieinieeeieeestieeseesseeseesesessesens - - 456,463 - -
Corporate obligations
LEVEl 2.ttt 406,115 - - - 257,991
Debt securities
[ - - - - 394
Equity balanced mutual funds
LEVEl L.uuveereceereerereereeeeeeresesessesessesenanns - - - - 13,558
(Y2 - - - - 5,853
[ 7= TN - - - - 1,665
NAV...ctririririeieenieesseesssesssesssessssessesens - - - - 22,997
Federal agency discount notes
LOVEl 2.t - - 24,341 - -
GNMA mortgages
[N T 1,627 - - - -
Investment derivatives
LEVEl 2..eevereereeeveeereeeevereesesesesenaesenenes 11,572 - - - -
Money market mutual funds
[N 2= T - - 139,866 - -
LEVEl 2.ttt - - 54,788 - 62,647
Mortgage-backed securities
(Y2 - 92,834 - - 158,433
Municipal bonds
LEVEl 2.ttt 91,274 - - - -
U.S. Government agency obligations
LEVEl 2.ttt 115,528 178,907 - - 432,091
U.S. Treasury obligations
LeVEl L..oiieieireeereeireereeeieeseeeeenene 361,692 - - - -
Subtotal Level 1......cccovcvveeireernnenne 361,692 - 139,866 - 18,715
Subtotal Level 2.......ccovcevevereecenenee 626,116 271,741 118,122 1,443,216 1,205,696
Subtotal Level 3....cceveveceeieernen, - - - - 1,665
Subtotal NAV.......ccccceverneeinecinennes - - 456,463 - 35,687
TOtal e S 987,808 S 271,741 S 714,451 $1,443,216 $1,261,763

Note: Does not include PENNVEST securities lending collateral of $8,936.
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NOTE 16 — DISCRETELY PRESENTED COMPONENT UNITS (continued)

Deposit Risks

Custodial credit risk for deposits is the risk that, in the event of a financial institution failure, the DPCU would not be able to
recover the value of the deposits.

At May 31, 2018, $18,200 of the Pennsylvania Turnpike Commission’s (PTC) demand deposits were exposed to custodial
credit risk, as they were uninsured and collateralized with securities held by an agent of the pledging financial institution but
are not in the PTC’s name.

The Pennsylvania Housing Finance Agency (PHFA) held $251,049 of cash deposits that were uninsured but collateralized in
accordance with the Commonwealth of Pennsylvania Act 72 of 1971, as amended, by securities held by the pledging financial
institution, its trust department or agent, but not in the PHFA’s name.

The Pennsylvania Higher Education Assistance Agency (PHEAA) held $14,500 of deposits with financial institutions in excess
of federal depository insurance limits that were uninsured.

The majority of the Pennsylvania Infrastructure Investment Authority (PENNVEST) deposits are held in the CIP. Deposits of
the CIP must be held in insured depositories and must be fully collateralized.

The Pennsylvania State System of Higher Education (SSHE) held $38,080 of uninsured and uncollateralized deposits of which
$36,916 is covered under the collateralization provisions of the Commonwealth of Pennsylvania Act 72 of 1971, as amended.

Investment Risks

Risk Management Policies: DPCU policies for certain risks are established by governing boards and bond indentures. Credit
quality risk is addressed by establishing minimum nationally recognized statistical rating organization (NRSRO) ratings for
allowable investment purchases. Concentration of credit risk is also avoided by limiting the concentration of investments in
any one issuer. Some organizations have policies in place that prohibit a certain percent of the overall portfolio, whereas
others determine concentration limits based on security type. Custodial credit risk is typically avoided through registration.

The PTC investment policies established by its bond indentures and the PTC management define guidelines and operational
factors governing the investment of financial assets. Management’s policy generally has the same restrictions regarding
permitted investments as the indentures. Allowable investments include obligations of, or obligations guaranteed by, the
United States of America, its agencies, and its instrumentalities; certificates of deposit issued by institutions insured by the
FDIC or fully collateralized with United States Government obligations; investment agreements with certain financial
institutions; commercial paper and asset-backed securities rated in the highest category by applicable rating agencies;
money market funds and auction rate certificates rated in one of the two highest categories by applicable rating agencies;
corporate bonds and medium term notes with a minimum rating of AA-; investments in bonds or notes issued by any state or
municipality which are rated by S&P, Moody’s and Fitch in one of their two highest rating categories; and repurchase
agreements with banks or primary government dealers reporting to the Federal Reserve Bank of New York collateralized
with obligations of, or guaranteed by, the United States of America. All investment ratings shall be based on security ratings
at the time of purchase. The portfolio’s average credit quality should be rated Aa3/AA- or better by Moody’s/S&P.

Commonwealth statutes and contractual provisions contained in the bond trust indentures govern the investment policies of
the PHFA. The Housing Finance Agency Law, Act of December 3, 1959, P.L. 1688 and bond indentures provide the authority
to invest all PHFA funds. In compliance with the Act and bond indentures, it is the policy of the PHFA to invest in securities
that provide suitable returns, preserve principal, meet liquidity needs and to further the mission of the PHFA. The PHFA
mitigates its credit risk by limiting investments to those permitted in its deposit and investment policies, diversifying the
investment portfolio and prequalifying firms with which PHFA administers its investment activities.

The PHEAA Board of Directors authorizes the investment guidelines and PHEAA management governs the investments by
using the “prudent person” rule. Generally, the PHEAA’s investments are limited to U.S. Government securities, U.S.
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NOTE 16 — DISCRETELY PRESENTED COMPONENT UNITS (continued)

Government agency securities, federal instrumentalities sponsored by U.S. agencies, high-grade commercial paper,
repurchase agreements collateralized by U.S. Treasury obligations, certificates of deposit, banker’s acceptances eligible for
purchase by the Federal Reserve System, and other investments approved by the Board of Directors.

The trust indenture and the Commonwealth Fiscal Code, as amended, authorizes PENNVEST to invest in obligations of the
U.S. government and government-sponsored agencies and instrumentalities; certificates of deposit, fully insured or
collateralized; certain commercial paper and repurchase agreements, highly rated bank promissory notes or investment of
funds or trusts; and “prudent person” investments as determined by PENNVEST’s depository.

The SSHE investment policy is established by board policy and authorizes SSHE to invest in obligations of the U.S. Treasury,
repurchase agreements, commercial paper, certificates of deposit, banker’s acceptances, U.S. money market funds,
municipal bonds, corporate bonds, collateralized mortgage obligations, asset-backed securities, and internal loan funds.

Investments by Type
The investment types and related amounts for certain DPCUs at June 30, 2018 (May 31, 2018 for the PTC) are as follows:

Investment Type PTC PHFA PHEAA PENNVEST SSHE

Asset-backed securities S - S - S - S - S 140,816
Bond mutual funds.......ccceeeeeeeveneeeceeeeeeeceseens - - - - 15,124
Commercial PAPEer...ccceeceerereceree e - - 38,993 - 147,471
COMMON STOCK.....cieeetieteeteeeeceeee et e - - - - 2,723
Corporate obligations.......ccceeeeeerenerenenrinenineens 406,115 - - - 257,991
Debt securities - - - - 394
DErIVATIVES .eeeeeeereeceecreeeteece et 11,572 - - - -
Equity/balanced mutual funds........cccoevererrevinnnnne - - - - 44,073
Federal agency discount Notes.........cocceeeueurencecunne - - 24,341 - -
GNMA MOTItEAGES ..ottt 1,627 - - - -
Money market mutual funds... . - - 194,654 - 62,647
Mortgage backed securities.......ccoevevevevererrecesnnnne - 92,834 - - 158,433
Municipal bonds......ccoceeveecreeeereee e 91,274 - - - -
Securities lending collateral.......cccoveeverrereennnne. - - - 8,936 -
Commonwealth Investment Program.................... - - 456,463 1,443,216 -
U.S. Government and agency obligations... 115,528 178,907 - - 432,091
U.S. Treasury obligations......ccceeveveevenieercneennne 361,692 - - - -
Total investments 987,808 271,741 714,451 1,452,152 1,261,763
Certificates of depoSit.....ccccoeveverrecernecerercereeeenes - - - - 14
Total investments and certificates of deposit..... S 987,808 S 271,741 S 714,451 $ 1,452,152 $ 1,261,777

Note: Total investments by type does not include $522,949 of investments reported by component units of the SSHE.

Concentration of Credit Risk: Concentration of credit risk is the risk of loss attributed to the magnitude of the organizations’
investment in a single issuer.

The PTC’s investment policy defines permitted investments along with the following concentration limitations. Investments
in any single federal agency, not carrying the full faith and credit of the U.S. Government, are limited to 35% of the portfolio.
Investments in certificates of deposit and investment agreements are limited to 30% of the portfolio and combined exposure
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NOTE 16 — DISCRETELY PRESENTED COMPONENT UNITS (continued)

to commercial paper, corporate bonds, and asset-backed securities, in aggregate, is limited to 35% of the total portfolio.
Investments in any single issuer, excluding U.S. Treasury and federal agencies, are limited to 5% of the portfolio.

The PHFA policy indicates that the proportion of investments in government securities shall not exceed 70% of the portfolio
and the proration of investments in certificates of deposit shall not exceed 30% of the portfolio. As of June 30, 2018,
concentrations in government securities, which represented 100% of the portfolio, exceed the policy. Departure from the
policy was approved by the Executive Director, as permitted by PHFA Investment Policy and Guidelines. Concentration limits
are not established in the bond indentures and governing agreements for trust investments.

The PHEAA investment policy does not contain requirements that limit the amount that can be invested in any one issuer.
As of June 30, 2018, the PHEAA had no investments in a single issuer that were 5% or more of their total cash equivalents
and investments.

The PENNVEST participates in the CIP managed by the Commonwealth. The Commonwealth places a 10% limit on the
concentration of investments in any one fixed income issuer within the CIP. This limitation excludes government-sponsored
enterprises, direct obligations of the U.S. Treasury or U.S. agencies, and repurchase agreements. The Commonwealth also
places a 5% limit on the concentration of investments in one equity issuer within the CIP.

The SSHE investment policy contains the following limitations: U.S. Government securities together with repurchase
agreements must comprise at least 20% of market value of the fund. Commercial paper investments must not exceed 20%
of the market value of the fund. Municipal bonds must carry a long-term debt rating of A or better and may not exceed 20%
of the market value of the fund. Corporate bonds may not exceed 20% of the market value of the fund; 15% must carry a
long-term debt rating of A or better while 5% may be rated Baa2 or better. Collateralized mortgage obligations must be
rated Aaa and guaranteed by the U.S. Government and may not exceed 20% of the market value of the fund. Asset-backed
securities must be Aaa rated and the total may not exceed 20% of the market value of the fund, with no more than 5%
invested in any single issuer. Investment fund loans may not exceed 20% of the market value of the fund and the loan terms
may not exceed five years.

The following concentration existed as of June 30, 2018:

Issuer Name PHFA
Government National Mortgage Association............. S 82,401
Tennessee Valley AUthOrity....ccoveeceenecencceeereerienne 68,875
Federal Farm Credit BanK.......ocooevveeeeveveceeececeeeeeveene 46,943
Federal Home Loan BanK......c.cccceeveeevecceecieciecieeneee, 39,537
S 237,756
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NOTE 16 — DISCRETELY PRESENTED COMPONENT UNITS (continued)

Credit Risk: The following table discloses aggregate fair value, by Moody’s or Standard and Poor’s credit quality rating
category, at June 30, 2018 (May 31, 2018 for the PTC):

Moody's Investors Service PTC PHFA PHEAA PENNVEST SSHE
AQ Qe e S - $ 110,331 S - S - S 908,518
AQ e 3,098 - - - 47,750
A e e 342 - - - 184,161
Ba@ ittt 8,132 - - - 59,336
Moody's Investors Service subtotal............ 11,572 110,331 - - 1,199,765

AAA. et 77,677 - 194,654 - -
AA e e 451,689 - - - -
A e e 83,266 - 38,993 - -
BelOW At 285 - - - -
Standard and Poor's subtotal...................... 612,917 - 233,647 - -
Rated Subtotal 624,489 110,331 233,647 - 1,199,765
Unrated
Bond mutual funds......cccceeeeeeecveeeieieceeeeeeene - - - - 15,124
Federal agency discount notes.......ccccceeueun.e. - - 24,341 - -
Mortgage backed securities.........cccceeureenneen. - 82,401 - - _
Commonwealth Investment Program.... - - 456,463 1,443,216 -
U.S. Government agency obligations............ 1,627 79,009 - - 78
U.S. Treasury obligations........cccceevveeveieennneen. 361,692 - - - -
Unrated subtotal 363,319 161,410 480,804 1,443,216 15,202
Total Fixed income investments................. 987,808 271,741 714,451 1,443,216 1,214,967
Variable income investments
Equity/balanced mutual funds........cccocu.e.ee. - - - - 44,073
CoOMMON STOCK....ccueeieeieiecieeeee et - - - - 2,723
Variable income investments subtotal...... - - - - 46,796
Total investments $ 987,808 S 271,741 $ 714,451 $ 1,443,216 $ 1,261,763

Note: Total investments do not include $522,949 reported by component units of the SSHE or PENNVEST securities lending collateral of $8,936.

U.S. Government agency obligations include all securities issued by the U.S. Treasury, U.S. Government agencies, and U.S.
Government Sponsored Enterprises. These include securities that are both explicitly and implicitly guaranteed by the full
faith and credit of the U.S. Government. Many of these securities are not usually rated by a NRSRO and have an implied
rating of Aaa/AAA.
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NOTE 16 — DISCRETELY PRESENTED COMPONENT UNITS (continued)

Interest Rate Risk: Interest rate risk is managed using different techniques: weighted average maturity, maximum maturity
dates, effective duration, modified duration or operational cash needs. The following table discloses option-adjusted
duration (in years) by investment type for the fixed income portfolio of the PTC at May 31, 2018 and the SSHE at June 30,
2018:

PTC SSHE
Option- Option- Securities
Adjusted Adjusted with no
Amount Duration Amount Duration Duration
Investment Type
Asset backed securities.......ococvvveveeveeenene S - - S 140,816 0.62 S -
Bond mutual funds......cccoceeevveicieciiiienne, - - 15,124 5.10 -
Certificates of deposit......ccccvevevrerevenrereennne - - - - 14
Commercial PaAPer....ccceeceereeeeree e - - 147,471 0.09 -
Corporate obligations.....cccceeveveevececeseenenne. 406,115 1.32 257,265 1.52 726
Debt SECUrtieS . - - 394 3.56 -
GNMA MOrtgages....cccevvrveriercierieesiesseeseeennes 1,627 3.89 - - -
Money market mutual funds..........cceuneueee. - - 5,158 1.41 57,489
Mortgage-backed securities......ccoeveverenenne - - 158,433 2.23 -
Municipal bonds 91,274 1.72 - - -
U.S. Government agency obligations.......... 115,528 1.52 432,091 131 -
U.S. Treasury obligations 361,692 2.86 - - -
Total $ 976,236 $ 1,156,752 $ 58,229

The PHFA and PHEAA do not use option-adjusted duration as a means of managing interest rate risk; the following provides
segmented time distribution for those organizations at June 30, 2018:

PHFA
Matures in Matures in Matures in
less than 1to10 more than
Investment Type 1 year years 10 years Total
Mortgage-backed securities................. S - S 10,302 S 82,532 S 92,834
U.S. Government agency obligations... 1,824 108,208 68,875 178,907
Total S 1,824 $ 118,510 $ 151,407 S 271,741
PHEAA
Matures in Matures in Matures in
less than 1 1to10 more than
Investment Type year years 10 years Total
Commercial paper....eeeveveenenen. S 38,993 S - S - S 38,993
Money market mutual funds................. 194,654 - - 194,654
Commonwealth Investment Program.. 456,463 - - 456,463
Federal agency discount notes............. 24,341 - - 24,341
Total S 714,451 S - S - S 714,451
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NOTES TO THE FINANCIAL STATEMENTS (amounts in thousands) June 30, 2018

NOTE 16 — DISCRETELY PRESENTED COMPONENT UNITS (continued)

Derivatives

As of May 31, 2018, the PTC in its separately-issued financial statements reported noncurrent hedging derivative instrument
liabilities of $66,430 which were offset by reported deferred outflow of resources of $71,003 and a deferred inflow of
resources of $4,573. Changes in the net fair value of the hedging derivative instruments during the fiscal year ended May
31, 2018 ($37,695) were deferred.

As of June 30, 2018, the PHFA, in its separately-issued financial statements, reported a noncurrent hedging derivative
instrument liability of $7,209. Changes in the fair value of the hedging derivatives of $3,890 were deferred.

Further information regarding the nature and notional value of the hedging and investment derivative instruments of the

PTC (as of May 31, 2018) and the PHFA (as of June 30, 2018) are available within their separately audited and issued financial
statements.

Loans Receivable

Loans receivable at June 30, 2018 consisted of the following:

PHFA PHEAA PENNVEST

MOFtZAEE 10ANS ...eveeceeceeeeee ettt esas e sesnan S 3,481,071 S - S -
STUAENT LO@NS ettt e sb e s b e enie - 4,581,379 -
Drinking water, storm water and sewer system loans - - 2,579,848
Subtotal 3,481,071 4,581,379 2,579,848
Less: allowance for uncollectible amounts........ccoecevvevveveerineennnns 168,985 6,131 44,980
Loans receivable, net S 3,312,086 S 4,575,248 $ 2,534,868
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NOTES TO THE FINANCIAL STATEMENTS (amounts in thousands)

June 30, 2018

NOTE 16 — DISCRETELY PRESENTED COMPONENT UNITS (continued)

Capital Assets

A summary of capital assets by category at May 31, 2018 for PTC and June 30, 2018 for SSHE is as follows:

PTC
Non-depreciable capital assets:

Land and intangibles.....cc.ccoconiniiniiniiinenenne
Construction in Progress.....ccccceveeeeeevieeenineennne
Subtotal

Depreciable capital assets:
2T e [ =4S
Improvements other than buildings

EQUIPMENTt..ccciiiiiiecte e
INFrastruCture. oo
Subtotal

Accumulated depreciation:

L2 T e [ =4
Improvements other than buildings................
EqQUipmMeNnt......cccociiiiiiiiii e
INfrastruCture. oo
Total accumulated depreciation.............c..cu....
Total capital assets being depreciated, net....

Total capital assets

SSHE
Non-depreciable capital assets:
Land and intangibles

Construction in progress
Subtotal

Depreciable capital assets:
Buildings

Improvements other than buildings

Equipment
Library books......ccoociiiiniiiiiinieeeeeeeeeeee e
Subtotal

Accumulated depreciation:
Buildings

Improvements other than buildings

Equipment
Library booKsS......coceeeirineeiieniecceceeeeee e
Total accumulated depreciation............ccccueuu.e.
Total capital assets being depreciated, net....

Total capital asset

Note: Capital assets do not include $1,063,246 and $1,069,766 reported by the component units of the SSHE as of June 30, 2018 and 2017, respectively.

Commonwealth of Pennsylvania
www.pa.gov

Balance Balance
May 31, 2017 Increases Decreases May 31, 2018
S 359,210 S 21,627 S - S 380,837

1,356,951 612,449 451,708 1,517,692

1,716,161 634,076 451,708 1,898,529

978,186 2,558 - 980,744
121,137 3,954 131 124,960
638,300 17,476 34,346 621,430

8,380,745 461,588 32,840 8,809,493

10,118,368 485,576 67,317 10,536,627
399,831 22,722 - 422,553
82,984 4,062 130 86,916
513,449 34,794 33,918 514,325

5,109,383 317,823 32,840 5,394,366

6,105,647 379,401 66,888 6,418,160

4,012,721 106,175 429 4,118,467
$ 5,728,882 $ 740,251 $452,137 $ 6,016,996

Balance Balance
June 30, 2017 Increases Decreases June 30, 2018
S 32,360 S 153§ - $ 32,513

183,303 91,004 168,125 106,182
215,663 91,157 168,125 138,695
2,432,715 185,340 - 2,618,055
298,197 9,790 - 307,987
487,973 20,487 5,230 503,230
80,734 663 1,895 79,502
3,299,619 216,280 7,125 3,508,774
996,044 95,205 12,274 1,078,975
149,712 10,904 2,047 158,569
395,696 28,775 9,085 415,386
74,448 1,538 1,895 74,091

1,615,900 136,422 25,301 1,727,021

1,683,719 79,858 (18,176) 1,781,753
S 1,899,382 S 171,015 $ 149,949 S 1,920,448
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NOTES TO THE FINANCIAL STATEMENTS (amounts in thousands) June 30, 2018

NOTE 16 — DISCRETELY PRESENTED COMPONENT UNITS (continued)

Service Concession Arrangements

There are 17 service plazas along the Turnpike System providing gasoline and diesel fuel, other automotive supplies and
services, and restaurant services. The PTC has entered into long term service plaza redevelopment agreements with
HMSHost Restaurants, LLC and Sunoco Retail LLC to design, reconstruct, finance, operate and maintain all of the service
plazas. During fiscal year 2018, the agreement with Sunoco Retail LLC was assigned to 7-Eleven, Inc. All terms of the contract
remained the same. The PTC has no responsibility for maintaining the service plazas under the agreements. The PTC
maintains the ability to approve and/or modify the services that the operators can provide and the rates that can be
charged. The service plaza operators are compensated by the users of the services and share a portion of the revenue with
the PTC as rental payments. Upon completion of construction, the reconstructed assets are recognized by the PTC. The
current contracts with HMSHost Restaurants, LLC and 7-Eleven, Inc. expire on August 25, 2036 and January 31, 2022,
respectively. 7-Eleven Inc.’s lease may be extended for three additional five-year periods. The first extension shall be at the
discretion of 7-Eleven Inc., and the second and third extensions shall be mutually agreed to by both parties. As of May 31,
2018, the PTC had capitalized $125,400 in capital assets representing all 17 service plazas that had fully completed
construction and recorded deferred inflows of resources of $91,500 related to these assets in accordance with GASB
Statement No. 60. Also, as of May 31, 2018 and in accordance with GASB Statement No. 60, the PTC recognized a receivable
and deferred inflow of resources in the amount of $30,200 for the present value of guaranteed minimum rent payments
scheduled to begin upon completion of all construction. Since the final service plaza was completed at the end of fiscal year
2018, guaranteed minimum rental payment requirements will begin in fiscal year 2019.

Student loan auction rate security bonds payable, notes payable and other financing obligations

During the fiscal year ended June 30, 2018, PENNVEST issued short term obligations to finance the issuance of loans to
program participants. These obligations are issued in the form of commercial paper, and bear interest, which is due upon
maturity. During the fiscal year ended June 30, 2018, PENNVEST issued short term obligations in the amount of $40,366.
Interest rates on these instruments ranged from .85% to 1.75 % with no maturity being greater than 120 days. As of June 30,
2018, $50,371 in obligations remained outstanding. A schedule of changes in the short-term obligations follows:

Balance Balance
July 1, 2017 Additions Reductions June 30,2018
Notes Payable................ S 10,005 40,366 - S 50,371
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NOTES TO THE FINANCIAL STATEMENTS (amounts in thousands) June 30, 2018

NOTE 16 — DISCRETELY PRESENTED COMPONENT UNITS (continued)

The PHEAA has reported $11,100 of auction rate security bonds payable, $4,337,679 of notes payable (consisting of student
loan financings of $485,986 and student loan floating rate notes of $3,851,693), and $25,608 of other obligations (consisting
of capital acquisition refunding bonds of $19,328 and term financings of $6,280) at June 30, 2018 as follows:

Balance Balance
June 30,2017 Additions Reductions June 30,2018
Bonds payable:
Student loan auction rate security bonds due 2042,
atinterestrate of2.55 % as of June 30, 2018 and
a weighted-average interest rate 0f2.29 % as of
JUNE 30, 2007 ettt $ 173,150 $ - $ (162,050) S 11,100
Notes payable:
Student loan floating rate notes, due 2028-2065
at weighted average rates 0f 2.89 % as of
June 30,2018 and 1.95 % as of June 30, 2017........cccceunneeee. 4,599,943 - (741,341) 3,858,602
Less: discount on student loan floating rate notes................... (10,296) 3,387 - (6,909)
L] 10 - TR 4,589,647 3,387 (741,341) 3,851,693

Student loan financings, due on demandatan

interestrate of 2.83 % as of June 30,2018

and1.73%as ofJune 30,2017 ...cccceeeeeeeeeiiiiiiieeeeeeeeeeeieeaaen, 200,000 40,000 - 240,000
Student loan financings warehouse facilities due

2019 ataninterestrate of3.23 % as of

JUNE 30,2018 .. - 421,932 (175,946) 245,986
Total notespayable.......ccccveeeiriiieiiccineiicnenicceeecsnesecsneesesneenns S 4,789,647 S 465,319 S (917,287) $ 4,337,679
Capital acquisition refunding bonds, Series 0f2012, due

2018-2022, at weighted-average rates of4.15 % as of

June 30,2018 andJune 30, 2017.....cccccuvevrrnnrrnnririiiiriineeeens S 22,300 S - S (4,055) S 18,245
Term financings, due 2029, at 0 % interest as of

June 30,2018 and 2017 cccceviviiieeeeriiiiee e 6,280 - - 6,280
L] 1 N 28,580 - (4,055) 24,525
Plus: unamortized premium........cccceeeiiiiiiiiiiiininiinninne. 1,574 - (491) 1,083
Total capital and other financing obligations S 30,154 S - S (4,546) § 25,608

The note and bond indentures, among other things, require the PHEAA to comply with various covenants. Student loans and
investments collateralize all student loan financings. As of June 30, 2018, $4,600,000 of student loan principal and related
interest receivable and $146,000 of cash equivalents collateralized the $4,400,000 of student loan financings.

The student loan financings and other financings are non-recourse obligations to the PHEAA’s unrestricted net position and
to the Commonwealth, except for the $240,000 of student loan financings and $18,200 of capital acquisition refunding
bonds, Series of 2012, which are borrowings from the Commonwealth’s Treasury Department.
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NOTE 16 — DISCRETELY PRESENTED COMPONENT UNITS (continued)

The PHEAA reported debt service requirements subsequent to June 30, 2018, based upon stated maturities for student loan
bonds and estimated interest payments for variable-rate debt after considering terms renegotiated after June 30, 2018 are
as follows:

Student Loan Bonds and Notes Other Financing Obligations
Year of maturity Principal Interest Principal Interest
2009 i S 240,000 S 120,432 S 4,230 S 661
2020 i 245,986 111,932 4,415 482
2020 - 111,932 4,595 295
2022 e - 111,932 4,795 100
20023 e - 111,932 210 4
2024-28..c e 38,595 559,087 - -
2029-3 3 e e 138,211 539,839 6,280 -
2034-38. e 1,253,571 502,737 - -
203943 e 1,570,152 290,155 - -
20448-88....neeei e 44,850 129,306 - -
2049-53 e - 126,555 - -
2054-58. . 155,820 122,022 - -
- 105,977 - -
668,503 48,791 - -
S 4,355,688 S 2,992,629 S 24,525 S 1,542
Reported as:
Total principal owed on student loan
auction rate security bonds payable.............. S 11,100 S -
Notes payable -current.......ccoooeeiiiiiiiiininienns 240,000 -
Notes payable -non-current........cccoeeveveiiiieennnnn, 3,851,693 -
Discount on student loan floatingrate notes..... 6,909 -
Other financing obligations, current................... - 4,230
Other financing obligations, non-current............ 245,986 21,378
Unamortized premium.......cccceeeveeniiieiiiieieannnnn. - (1,083)
Total PrinCipal cccceeeeveeeeereeeereeeerreeeereereerneeeennnes S 4,355,688 S 24,525

The PHEAA reported $4,400,000 of its total $4,600,000 of student loan bonds, notes, and financings as variable-rate debt, of
which, interest rates on $11,100 reset based upon auctions every 28 days, $4,100,000 is indexed to the one-month or three-
month LIBOR (London interbank offered rate). PHEAA notes and bonds payable, as well as all other debt, are limited
obligations of the PHEAA, payable only from related pledged assets.

The PHEAA reported current notes payable of $240,000 at June 30, 2018. Also, the PHEAA reported non-current notes
payable of $3,851,693 at June 30, 2018 and Component Unit (CU) organizations of the SSHE reported non-current notes
payable of $318,474.
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NOTE 16 — DISCRETELY PRESENTED COMPONENT UNITS (continued)

Long-Term Obligations

Significant revenue bond obligations of the PTC (as of May 31, 2018) and the PHFA (as of June 30, 2018), changes during the
fiscal year and annual principal and interest payments for long-term debt outstanding are as follows:

Maturity
Issue Interest Dates Balance Balance

REVENUE BONDS PAYABLE Dates Rates Through June 1,2017 Additions Reductions May 31,2018
PTC. 2005-18 various 2049 $ 11,760,971 $2,317,438 $ 1,776,065 $ 12,302,344
Less: unamortized bond discount (893) - (469) (424)
Add: unamortized bond premium.......... 808,924 285,565 84,138 1,010,351
TOTAL $ 12,569,002 $2,603,003 $ 1,859,734 $ 13,312,271
Year of Maturity Principal Interest Total
2019 $ 356,030 $ 545,360 $ 901,390
2020 325,205 538,193 863,398
2021 632,370 527,315 1,159,685
2022 586,435 507,524 1,093,959
2023 295,290 496,595 791,885
2024-28 1,427,173 2,310,315 3,737,488
2029-33 1,847,406 1,970,059 3,817,465
2034-38 2,803,603 1,408,445 4,212,048
2039-43 2,652,300 843,736 3,496,036
2044-48 1,238,657 204,603 1,443,260
2049-53 137,875 11,570 149,445

Total $ 12,302,344 $ 9,363,715 $ 21,666,059

Maturity
Issue Interest Dates Balance Balance

REVENUE BONDS & NOTES PAYABLE Dates Rates Through July 1,2017 Additions Reductions June 30,2018
PHFA . 1999-18 various 2047 $ 2,813,134 670,345 501,932 S 2,981,547
Add: unamortized bond premium.......... 27,418 11,789 9,899 29,308
TOTAL $ 2,840,552 $ 682,134 $§ 511,831 $ 3,010,855
Year of Maturity Principal Interest Total
2019 S 121,282 S 92,346 S 213,628
2020 127,322 89,754 217,076
2021 129,175 86,456 215,631
2022 120,660 83,060 203,720
2023 113,367 80,214 193,581
2024-28 552,936 359,003 911,939
2029-33 610,209 270,301 880,510
2034-38 581,786 166,910 748,696
2039-43 382,305 81,533 463,838
2044-48 238,925 20,225 259,150
2049-53 3,580 72 3,652

Total $ 2,981,547 $ 1,329,874 $ 4,311,421
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NOTES TO THE FINANCIAL STATEMENTS (amounts in thousands) June 30, 2018

NOTE 16 — DISCRETELY PRESENTED COMPONENT UNITS (continued)

The table below presents significant bond obligations of SSHE at June 30, 2018 and changes during the fiscal year then
ended, followed by principal and interest payments for long-term debt outstanding.

Maturity
Issue Interest Dates Balance Balance
BONDS PAYABLE Dates Rates Through July 1, 2017 Additions Reductions June 30,2018
SSHE...cciverrenene 2008-17 various 2055 $1,072,915 $128,260 $165,605 S 1,035,570
Principal Interest Total
S 74,270 S 44,867 $ 119,137
82,625 41,478 124,103
67,825 37,645 105,470
68,240 34,552 102,792
69,240 31,242 100,482
267,245 111,236 378,481
188,670 60,553 249,223
137,055 27,238 164,293
70,895 7,556 78,451
4,710 1,652 6,362
3,505 865 4,370
1,290 89 1,379

$1,035,570 $398,973 S 1,434,543

Note: The total principal obligations outstanding do not include $901,934 in bonds payable and $318,474 in notes payable reported by component units of
the SSHE.

Conduit Debt

The PHFA is financing a portion of housing projects through the issuance of limited obligation or special limited obligation
bonds to provide more affordable housing in the Commonwealth. These bonds are secured solely by the specific housing
properties and related revenues or by appropriations to be paid by the U.S. Department of Housing and Urban Development.
At June 30, 2018, the PHFA had $301,655 of such bonds outstanding. Neither the PHFA nor the Commonwealth has any
obligation for this debt. Therefore, neither the financed assets nor the bonds payable are reported in the accompanying
financial statements.

The State Public School Building Authority (SPSBA) finances construction and improvement projects for public schools
through the issuance of tax-exempt instruments (bonds, notes or other obligations) for the purpose of making lower cost
tax-exempt financing available to school districts and community colleges. The debt instruments issued by SPSBA represent
limited obligations payable solely from lease/loan payments made by the borrowing institutions and related assets held by
trustees. At June 30, 2018, the SPSBA had $2,738,740 of debt outstanding. Neither the SPSBA nor the Commonwealth has
any obligation for this debt. Therefore, neither the financed assets nor the bonds are reported in the accompanying financial
statements.

The Pennsylvania Higher Educational Facilities Authority (PHEFA) finances projects through the issuance of tax-exempt
instruments (bonds, notes or other obligations) to provide a source of tax-exempt financing for colleges and universities.
The debt instruments issued by the PHEFA represent limited obligations payable solely from payments made by the related
borrowing institutions and related assets held by the trustees. At June 30, 2018, the PHEFA had $5,884,998 of debt
outstanding. Neither the PHEFA nor the Commonwealth has any obligation for this debt. Therefore, neither the financed
assets nor the bonds are reported in the accompanying financial statements.
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The Pennsylvania Economic Development Financing Authority (PEDFA) finances projects on behalf of local industrial and
commercial development authorities to promote economic growth within the Commonwealth. Revenue bonds issued by
the PEDFA represent limited obligations payable solely from PEDFA financed project revenues. At June 30, 2018, the PEDFA
had $6,114,703 of debt outstanding of which $4,787,988 represented conduit debt. Neither the PEDFA nor the
Commonwealth has any obligation for this conduit debt. Therefore, neither the financed assets nor the bonds are reported
in the accompanying financial statements.

Refunded Debt
PTC

In July 2017, the PTC issued $371,395 2017 Series B-2 Subordinate Revenue Bonds at a fixed rate with a maturity date of
June 1, 2039. The 2017 Series B-2 Subordinate Revenue Bonds were issued to provide funds for the advanced refunding of a
portion of the PTC’s 2008 Series A-1 Subordinate Revenue Bonds ($2,820), 2009 Series A Subordinate Revenue Bonds
($62,675), 2009 Series B Subordinate Revenue Bonds ($138,605), 2010 Series B-2 Subordinate Revenue Bonds ($106,615),
2010 Series C-2 Subordinate Revenue Bonds ($19,575), 2011 Series A Subordinate Revenue Bonds ($18,190), 2012 Series A
Subordinate Revenue Bonds ($9,310), 2015 Series B Subordinate Revenue Bonds ($12,940) and for paying the cost of issuing
the 2017 Series B-2 Subordinate Revenue Bonds. The advanced refunding of 2008 Series A-1 Subordinate Revenue Bonds,
2009 Series A Subordinate Revenue Bonds, 2009 Series B Subordinate Revenue Bonds, 2010 Series B-2 Subordinate Revenue
Bonds, 2010 Series C-2 Subordinate Revenue Bonds, 2011 Series A Subordinate Revenue Bonds, 2012 Series A Subordinate
Revenue Bonds and 2015 Series B Subordinate Revenue Bonds allowed the PTC to reduce its debt service by approximately
$58,800. The transaction resulted in an economic gain of $38,600.

In July 2017, the PTC issued $45,390 2017 First Series Motor License Fund-Enhanced Subordinate Special Revenue Refunding
Bonds at a fixed rate with a maturity date of June 1, 2028. The 2017 First Series Motor License Fund- Enhanced Subordinate
Special Revenue Refunding Bonds were issued to provide funds for the advanced refunding of a portion of the PTC's 2010
Series B- 2 Motor License Fund-Enhanced Subordinate Special Revenue Bonds, ($5,220), 2011 Series A Motor License Fund-
Enhanced Subordinate Special Revenue Bonds ($4,015), 2011 Series B Motor License Fund-Enhanced Subordinate Special
Revenue Bonds ($12,560), 2012 Series A Motor License Fund-Enhanced Subordinate Special Revenue Bonds ($9,845), 2012
Series B Motor License Fund-Enhanced Subordinate Special Revenue Bonds ($6,430), 2013 Series A Motor License Fund-
Enhanced Subordinate Special Revenue Bonds ($6,080), 2013 Series B Motor License Fund-Enhanced Subordinate Special
Revenue Bonds ($3,410) and for paying the cost of issuing the 2017 First Series Motor License Fund-Enhanced Subordinate
Special Revenue Refunding Bonds. The advanced refunding of 2010 Series B-2 Motor License Fund-Enhanced Subordinate
Special Revenue Bonds, 2011 Series A Motor License Fund-Enhanced Subordinate Special Revenue Bonds, 2011 Series B
Motor License Fund-Enhanced Subordinate Special Revenue Bonds, 2012 Series A Motor License Fund-Enhanced
Subordinate Special Revenue Bonds, 2012 Series B Motor License Fund-Enhanced Subordinate Special Revenue Bonds, 2013
Series A Motor License Fund-Enhanced Subordinate Special Revenue Bonds, 2013 Series B Motor License Fund-Enhanced
Subordinate Special Revenue Bonds allowed the PTC to reduce its debt service by approximately $4,400. The transaction
resulted in an economic gain of $4,400.

In October 2017, the PTC issued $133,060 2017 Series A-2 Senior Revenue Refunding Bonds at a fixed rate with a maturity
date of December 1, 2030. The 2017 Series A-2 Senior Revenue Bonds were issued to provide funds for the advanced
refunding of a portion of the PTC’s 2014 Series C Senior Revenue Bonds ($7,015), 2014 Series A Senior Revenue Bonds
(54,145), 2013 Series C Senior Revenue Bonds ($18,240), 2012 Series A Senior Revenue Bonds ($26,970), 2011 Series E Senior
Revenue Bonds ($84,295), and paying the costs of issuing the 2017 Series A-2 Senior Revenue Bonds. The advanced
refunding of 2014 Series C Senior Revenue Bonds, 2014 Series A Senior Revenue Bonds, 2013 Series C Senior Revenue Bonds,
2012 Series A Senior Revenue Bonds, and 2011 Series E Senior Revenue Bonds allowed the Commission to reduce its debt
service by approximately $11,600. The transaction resulted in an economic gain of $9,100.
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In October 2017, the PTC issued $40,000 2017 Series B-1 Senior Revenue Bonds at a variable rate with a maturity of
December 1, 2020. The 2017 Series B-1 Senior Revenue Bonds were issued primarily for the current refunding of the
December 1, 2017 maturity of the PTC’s 2014 Series B-1 Variable Rate Senior Revenue Bonds ($40,000).

In October 2017, the PTC issued $100,320 2017 Series B-2 Senior Revenue Bonds at a variable rate with a maturity of
December 1, 2021. The 2017 Series B-2 Senior Revenue Bonds were issued primarily for the current refunding of the
December 1, 2017 maturity of the PTC’s 2016 Series A-2 Variable Rate Senior Revenue Bonds ($100,000) and for paying the
cost of issuing the 2017 Series B-1 Senior Revenue Bonds and the 2017 Series B-2 Senior Revenue Bonds.

In November 2017, the PTC issued $150,425 2017 Second Series Subordinate Revenue Refunding Bonds at a fixed rate with a
maturity of December 1, 2037. The 2017 Second Series Subordinate Revenue Refunding Bonds were issued to provide funds
for the advanced refunding of a portion of the PTC’s 2010 Series B-1 Subordinate Revenue Bonds ($81,350), 2010 Series C-2
Subordinate Revenue Bonds ($54,775), 2011 Series A Subordinate Revenue Bonds ($6,135), 2015 Series B Subordinate
Revenue Bonds ($18,245) and for paying the costs of issuing the 2017 Second Series Subordinate Revenue Refunding Bonds.
The advanced refunding of 2010 Series B-1 Subordinate Revenue Bonds, 2010 Series C-2 Subordinate Revenue Bonds, 2011
Series A Subordinate Revenue Bond and 2015 Series B Subordinate Revenue Bonds allowed the PTC to reduce its debt
service by approximately $22,300. The transaction resulted in an economic gain of $13,700.

In November 2017, the PTC issued $243,675 2017 Second Series Motor License Fund-Enhanced Subordinate Special Revenue
Refunding Bonds at a fixed rate with a maturity date of December 1, 2041. The 2017 Second Series Motor License Fund-
Enhanced Subordinate Special Revenue Refunding Bonds were issued to provide funds for the advanced refunding of a
portion of the PTC’s 2010 Series A-1 Motor License Fund-Enhanced Subordinate Special Revenue Bonds ($66,495), 2010
Series A-2 Motor License Fund-Enhanced Subordinate Special Revenue Bonds ($75,670), 2010 Series B-2 Motor License
Fund-Enhanced Subordinate Special Revenue Bonds ($44,695), 2011 Series A Motor License Fund-Enhanced Subordinate
Special Revenue Bonds ($41,745), 2011 Series B Motor License Fund-Enhanced Subordinate Special Revenue Bonds (56,815),
2012 Series A Motor License Fund-Enhanced Subordinate Special Revenue Bonds ($6,010), 2013 Series A Motor License
Fund-Enhanced Subordinate Special Revenue Bonds ($4,270), 2013 Series B-3 Motor License Fund-Enhanced Subordinate
Special Revenue Bonds ($12,835) and for paying the cost of issuing the 2017 Second Series Motor License Fund-Enhanced
Subordinate Special Revenue Refunding Bonds. The advanced refunding of 2010 Series A-1 Motor License Fund-Enhanced
Subordinate Special Revenue Bonds, 2010 Series A-2 Motor License Fund-Enhanced Subordinate Special Revenue Bonds,
2010 Series B-2 Motor License Fund-Enhanced Subordinate Special Revenue Bonds, 2011 Series A Motor License Fund-
Enhanced Subordinate Special Revenue Bonds, 2011 Series B Motor License Fund-Enhanced Subordinate Special Revenue
Bonds, 2012 Series A Motor License Fund-Enhanced Subordinate Special Revenue Bonds, 2013 Series A Motor License Fund-
Enhanced Subordinate Special Revenue Bonds, 2013 Series B-3 Motor License Fund-Enhanced Subordinate Special Revenue
Bonds allowed the PTC to reduce its debt service by approximately $40,100. The transaction resulted in an economic gain of
$26,500.

In December 2017, the PTC issued $103,330 2017 Series C Senior Revenue Bonds at a fixed rate with a maturity date of
December 1, 2021. The 2017 Series C Senior Revenue Bonds were issued to provide funds for the advanced refunding of a
portion of the PTC’s 2011 Series E Senior Revenue Bonds ($25,785), 2012 Series A Senior Revenue Bonds ($26,985), 2013
Series C Senior Revenue Bonds ($38,385) and to pay the cost of issuing the 2017 Series C Senior Revenue Bonds. The
refunding of 2011 Series E Senior Revenue Bonds, 2012 Series A Senior Revenue Bonds and 2013 Series C Senior Revenue
Bonds allowed the PTC to reduce its debt service by approximately $39,500. The transaction resulted in an economic gain of
$12,800.

In December 2017, the PTC issued $143,585 2017 Third Series Subordinate Revenue Refunding Bonds at a fixed rate with a
maturity date of December 1, 2040. The 2017 Third Series Subordinate Revenue Refunding Bonds were issued to provide
funds for the advanced refunding a portion of the PTC’s 2010 Series C-1 Subordinate Revenue Bonds ($51,595), 2011 Series B
Subordinate Revenue Bonds ($39,605), 2012 Series A Subordinate Revenue Bonds ($21,610), 2012 Series B Subordinate
Revenue Bonds ($1,055), 2013 Series B-3 Subordinate Revenue Bonds ($5,375), 2015 Series B Subordinate Revenue Bonds
(529,870) and for paying the cost of issuing the 2017 Third Series Subordinate Revenue Refunding Bonds. The advanced
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refunding of 2010 Series C-1 Subordinate Revenue Bonds, 2011 Series B Subordinate Revenue Bonds, 2012 Series A
Subordinate Revenue Bonds, 2012 Series B Subordinate Revenue Bonds, 2013 Series B-3 Subordinate Revenue Bonds and
2015 Series B Subordinate Revenue Bonds allowed the PTC to reduce its debt service by approximately $22,100. The
transaction resulted in an economic gain of $10,800.

In December 2017, the PTC issued $164,240 2017 Third Series Motor License Fund-Enhanced Subordinate Special Revenue
Refunding Bonds at a fixed rate with a maturity date of December 1, 2040. The 2017 Third Series Motor License Fund-
Enhanced Subordinate Special Revenue Refunding Bonds were issued to provide funds for the advanced refunding a portion
of the PTC’s 2010 Series A-1 Motor License Fund-Enhanced Subordinate Special Revenue Bonds ($26,360), 2010 Series B-1
Motor License Fund-Enhanced Subordinate Special Revenue Bonds ($20,000), 2011 Series B Motor License Fund-Enhanced
Subordinate Special Revenue Bonds ($45,930), 2012 Series A Motor License Fund-Enhanced Subordinate Special Revenue
Bonds ($39,960), 2012 Series B Motor License Fund-Enhanced Subordinate Special Revenue Bonds ($13,915), 2013 Series A
Motor License Fund-Enhanced Subordinate Special Revenue Bonds ($13,010), 2013 Series B-3 Motor License Fund-Enhanced
Subordinate Special Revenue Bonds ($7,255) and for paying the cost of issuing the 2017 Third Series Motor License Fund-
Enhanced Subordinate Special Revenue Refunding Bonds. The advanced refunding of 2010 Series A-1 Motor License Fund-
Enhanced Subordinate Special Revenue Bonds, 2010 Series B-1 Motor License Fund-Enhanced Subordinate Special Revenue
Bonds, 2011 Series B Motor License Fund-Enhanced Subordinate Special Revenue Bonds, 2012 Series A Motor License Fund-
Enhanced Subordinate Special Revenue Bonds, 2012 Series B Motor License Fund-Enhanced Subordinate Special Revenue
Bonds, 2013 Series A Motor License Fund-Enhanced Subordinate Special Revenue Bonds, 2013 Series B-3 Motor License
Fund-Enhanced Subordinate Special Revenue Bonds allowed the PTC to reduce its debt service by approximately $15,900.
The transaction resulted in an economic gain of $11,300.

PHFA

On September 28, 2017, the PHFA issued Series 2017-124 single family mortgage revenue bonds in the amount of $206,965.
A portion of the proceeds of this issuance and a PHFA contribution were used to refund $13,710 of Series 2003-77 bonds and
$71,940 of Series 2017-123C bonds. This refunding resulted in an economic gain (the difference between the present value
of the old and new debt service payments) equal to $9,877 and a reduction of future debt service payments equal to
$16,704.

On December 19, 2017, the PHFA issued Series 2017-125 single family mortgage revenue bonds in the amount of $300,205.
A portion of the proceeds of this issuance and a PHFA contribution were used to refund $14,695 of Series 2004-82B bonds,
$21,055 of Series 2004-82C bonds, $21,540 of Series 2005-88B bonds, $18,080 of series 2005-88C bonds, $62,480 of series
2005-91B bonds and $37,355 of series 2006-92B bonds. While successful at reducing the PHFA’s exposure to arbitrage
liability, this refunding resulted in an economic loss equal to $5,909 and an increase of future debt service payments equal to
$2,374.

Other Postemployment Benefits (OPEB)

Each DPCU with employees participates in the Commonwealth’s Retired Employees Health Program (REHP) except for the
PTC and the PHFA, which have both established and sponsor their own, separate OPEB plans. The SSHE participates in the
REHP, for certain employees, as well as its own, separate SSHE OPEB plan. All separate, non-REHP plans, have been
established under pertinent statutory authority. All DPCUs, except for PTC, implemented GASB 75, Accounting and Financial
Reporting for Postemployment Retirement Benefits Other Than Pensions, as of June 30, 2018. The PTC reported its net
OPEB obligation as required by GASB 45, Accounting and Financial Reporting by Employers for Postemployment Benefits
Other Than Pensions. The PTC, with a fiscal year end of May 31, was not required to implement GASB 75 as of the issuance
of this report. Net OPEB stand-alone plan obligations (assets) for PTC are reported at May 31, 2018 and the net OPEB
liability for the PHFA, PHEAA, PENNVEST and SSHE at June 30, 2018 are as follows:
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GASB 45
PTC
As of and for the fiscal year ended June 30, 2018 (May 31, 2018)
Annual required contributions.........c..ccooe. S 8,384
Interest on net OPEB obligation (7,965)
Adjustment to annual required contribution. 17,046
Annual OPEB cost (EXPENSe).iiiiieeieieeeieneeennns 17,465
Qualifying contributions....cccccceeeeeviiiiiiinineninnnnn, (28,171)
Increase in net OPEB obligation/(asset)......... (10,706)
Net OPEB obligation/(asset), July 1, 2016........ (122,542)
Net OPEB obligation/(asset), June 30, 2017.... $ (133,248)
Actuarial Unfunded Funded Ratio Estimated UAAL as a

Actuarial Value Accrued Actuarial (assets as % Covered Percentage
As of and for the fiscal year ended June 30, 2018 of Assets Liability Accrued of AAL) Payroll of Covered
PTC (May 31, 2018).....ccereeieieienieieieieeeeee e S 331,568 $ 330,395 S (1,173) 100.4% ¢ 124,458 -0.9%
GASB 75
As of and for the fiscal year ended June 30, 2018 PHFA PHEAA PENNVEST SSHE
Net OPEB liability...cccooovievieiiiiiceis S 83,656 $ 357,062 S 7,899 $ 2,324,613
OPEB €XPENSE. ittt S 5,138 S 20,693 S 100 S 98,976

Net Pension Liability and Pension Expense

The PTC, PHEAA, PENNVEST and SSHE all have employees that are members of the Pennsylvania State Employees Retirement
System (SERS). The SSHE is also a member of the Public School Employees Retirement System (PSERS). For the fiscal year
ended June 30, 2018 (May 31, 2018 for the PTC), these entities reported a net pension liability, proportionate share
percentage and pension expense as follows:

SERS

PTC
Fiscal year ended June 30, 2018 (May 31, 2018) PHEAA PENNVEST SSHE
Net pension liability......ccccceeeeeieennnnn. S 329,112 S 413,878 S 6,105 S 848,315
Proportionate share percentage........ 1.90% 2.39% 0.04% 4.91%
Pension (expense) income................ S (42,200) S (66,039) S 25 S (118,342)

PSERS
Fiscal year ended June 30, 2018

Net pension liability........ccccoeeeeeeees
Proportionate share percentage......
Pension expense.......ccceeeeeeeviieeeeeees

SSHE
. S 89,442
0.18%
. S 19,902

The PHFA'’s full time employees participate in two defined benefit single employer plans. For the fiscal year ended June 30,
2018, the PHFA reported a net pension liability of $21,220 and a pension expense of $3,598.
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Commitments and Contingencies

PTC

The PTC Commitment to the PG: In July 2007, Act 44 was signed into law and, among other things, provides funding for
roads, bridges and transit throughout the Commonwealth. Under Act 44, the PTC and the Pennsylvania Department of
Transportation (PennDOT) established a 50-year Lease and Funding Agreement (Agreement). Act 44 and the Agreement
require the PTC to make scheduled quarterly payments to the PennDOT. Subsequently, in April 2014, the PTC and PennDOT
executed Amendment Number One to the aforementioned Lease and Funding Agreement in accordance with Act 89 of
November 2013. In accordance with Act 89 and the Amended Funding Agreement, the PTC’s aggregate annual payment to
PennDOT for fiscal year 2014 through fiscal year 2022 remains at $450,000 and at 2023 through the term of the Amended
Funding Agreement, the PTC’s aggregate annual payment to PennDOT is $50,000, which must be paid from current
revenues. Through June 30, 2018 the PTC has paid PennDOT $6,100,000; the Motor License Fund received $2,250,000 and
the Public Transportation Trust Fund received $3,850,000.

Due to the significance of the quarterly payments under Act 44, the PTC currently does not have excess cash from operations
to finance these required payments due to PennDOT. Therefore, the PTC plans to continue to increase toll rates annually and
to issue debt for the foreseeable future to finance the majority of these payments. Act 44 authorizes the PTC to issue special
revenue bonds up to an aggregate principal amount of $5,000,000. No more than $600,000 in aggregate principal amount of
such special revenue bonds, exclusive of original issue discount, may be issued in any calendar year. No such bonds may be
issued unless the amended funding agreement is in effect, and no such bonds may be outstanding beyond the stated term of
the amended funding agreement at the time of issuance. Special revenue refunding bonds (as defined in § 9511.2 of Act 44)
shall not be deemed to count against the total or annual maximum issuance volume under Act 44. Pursuant to Act 89, special
revenue bonds may not be issued by the PTC to fund any portion of its annual payment obligation commencing July 1, 2014,
as all of such annual payment obligation is to be deposited in the public transportation trust fund after such date, although
special revenue refunding bonds could be issued. The outstanding principal related to these Special Revenue Bonds was
$980,241 at May 31, 2018.
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Deferred Outflows and Inflows of Resources

The following table discloses the deferred outflows of resources and deferred inflows of resources at June 30, 2018 (May 31,
2018 for the PTC):

Deferred Outflows of Resources PTC PHFA PHEAA PENNVEST SSHE
HEdZE AEriVAtiVES . .cceiiiiiieeeeeetee ettt ettt st sae e s teesaee s $ 71,003 $ - S - $ - $ -
Pensions

Difference between expected and actual experience........cccoceeeeeevueennnen 5,565 5,439 6,998 103 15,276
Net difference between projected and actual investment earnings... - - - - 2,073

Changes in proportions... 5,760 - 24,025 157 21,883
Changes in assumptions.... 16,477 5,032 20,721 305 44,902
Difference between employer contributions and proportionate
share of total contributions........cccevevririninee e 65 - 300 15 506
Contributions after the measurement date.......cccocevvueevceevceecienceeecieennes 18,835 2,050 24,873 368 61,636
OPEB
Net difference between projected and actual investment earnings... - - - - 4
Changes iN @aSSUMPTIONS ..ot - 15,586 - - -
Contributions after the measurement date. - 1,521 4,062 230 59,302
Deferred loss on bond refundings 415,773 3,350 2,345 - 8,821
$ 533,478 $ 32,978 $ 83,324 S 1,178 $ 214,403
Deferred Inflows of Resources
Deferred gain on bond refundings........ s S 2,896 S - S 42,007 S - S 796
Deferred gain on sales 1easeback.....ccooeeeverieceeciene e - - 161 - -
HEdEE derivatiVes .....cocoiiiiieieeeee ettt 4,573 3,890 - - -
Split-interest agreemMENtS . ....ooeieieie et - - - - 10
Pensions
Difference between expected and actual experience.........ccccceeveennenes 6,249 405 7,858 116 16,647
Net difference between projected and actual investment earnings... 13,085 2,662 16,456 243 33,729
Changes in proportions... 14,710 - 9,580 70 14,598
Changes in assumptions.... - 1,175 - - -
Difference between employer contributions and proportionate
share of total conNtribUtioNS......cccciiiiiieee s 743 - 655 11 4,899
OPEB
Difference between expected and actual experience.........c.cccccevueennenes - 23,567 - - -
Net difference between projected and actual investment earnings... - - - 7 719
Changes iN ProPOrtiONS...cciiiieecierieriteeiteste sttt seesteesaeeseessaeesseesaesaeenaes - - - - 41
Changes iN aSSUMPTIONS ..ccucouiiiiiiiieie ettt - 4,566 46,299 720 197,944
Service concession arrangements 121,674 - - - -
Total.... $ 163,930 $ 36,265 $ 123,016 S 1,167 $ 269,383
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Subsequent Events
PTC

On June 5, 2018, the PTC issued $231,385 2018 Series A Oil Franchise Tax Senior Revenue Bonds and $210,480 2018 Series B
Oil Franchise Tax Subordinate Revenue Bonds. The 2018 Series A Oil Franchise Tax Senior Revenue Bonds were issued to
finance the costs of various capital expenditures for the Turnpike System as set forth in the PTC’s current or any prior
Independently Funded Capital Plan, including but not limited to, the funding of capital expenditures related to the Southern
Beltway or the Mon-Fayette Expressway (2018 Construction Project) and for paying the costs of issuing the 2018 Series A Qil
Franchise Tax Senior Revenue Bonds. The 2018 Series B Qil Franchise Tax Subordinate Revenue Bonds were issued to provide
funds to finance the costs of the 2018 Construction Project, funding necessary reserves or similar funds to the extent
required for such financing and for paying the costs of issuing the 2018 Series B Qil Franchise Tax Subordinate Revenue
Bonds.

On June 28, 2018, the PTC issued $182,455 2018 Series A-1 Variable Rate Senior Revenue Bonds and $307,935 2018 Series A-
2 Senior Revenue Bonds. The 2018 Series A-1 Variable Rate Senior Revenue Bonds were issued to finance the current
refunding of the PTC’s outstanding 2013 Series A Variable Rate Senior Revenue Bonds maturing December 1, 2018, the
current refunding of the PTC’s 2014 Series B-1 Variable Rate Senior Revenue Bonds maturing December 1, 2018, the current
refunding of all of the PTC’s outstanding 2016 Series A-2 Variable Rate Senior Revenue Bonds maturing December 1, 2018
and for the costs of issuing the 2018 Series A-1 Variable Rate Senior Revenue Bonds. The 2018 Series A-2 Senior Revenue
Bonds were issued for financing various capital expenditures set forth in the PTC’s current or any prior Ten-Year Capital Plan,
to deposit to the Debt Service Reserve Fund and capitalized interest on the 2018 Series A-2 Senior Revenue Bonds and the
costs of issuing the 2018 Series A-2 Senior Revenue Bonds.

On July 19, 2018, the PTC executed the First Amendment to Continuing Covenant Agreement and Supplemental Trust
Indenture No. 3 relating to modifications of the 2005 Series B, C and D Registration Fee Revenue Refunding Bonds. These
amendments extended the bonds to July 19, 2023 and modified other various terms of the agreement.

On July 31, 2018, the PTC executed Amendment No. 2 to the Lease and Funding Agreement with PennDOT. The Amendment
allowed for (i) the due date for the July 2018 payment to be extended to the last business day of October 2018 or other such
later date, no later than June 30, 2019 as may be agreed to by the PTC and PennDOT and (ii) the due date for any subsequent
payment in the fiscal year ending June 30, 2019 may be extended to any later date, no later than June 30, 2019 as may be
agreed to by the PTC and PennDOT. In addition, the Amendment replaced the reference therein to “bondholder, debt
holders, or creditors having such status as of the Effective Date” with “current bondholders, debt holders or creditors”.
Other various terms of the agreement were modified as well.

On September 20, 2018 the PTC entered into a $179,815 Series of 2019 Forward Delivery Refunding Senior Revenue Bonds
at a fixed rate with a maturity of December 1, 2025. The Series of 2019 Forward Delivery Refunding Senior Revenue Bonds
are being issued for the purpose of financing the current refunding of the PTC's 2009 Series B Senior Revenue Bonds
(5190,080) and paying the cost of issuing the Series of 2019 Forward Delivery Refunding Senior Revenue Bonds. The Series of
2019 Forward Delivery Refunding Senior Revenue Bonds will be delivered on or about September 24, 2019 subject to the
approval of validity and certain other matters by Bond Counsel and the satisfaction of certain other conditions set forth in
the Forward Delivery Purchase Agreement.

On November 6, 2018 the PTC issued $141,200 2018 Series B Senior Revenue Bonds at a variable rate with a maturity of
December 1, 2023. The 2018 Series B Senior Revenue Bonds were issued primarily for the current refunding of the PTC's
2017 Series B-1 Senior Revenue Bonds ($40,000), 2017 Series B-2 Senior Revenue Bonds ($100,320) and paying the cost of
issuing the 2018 Series B Senior Revenue Bonds.

On October 16, 2018 the PTC executed a partial reversal of the Mainline Basis Swap associated with the PTC’s Series 2009 A
Bonds, receiving $3,403. The counterparty for this transaction is Goldman Sachs.
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On October 22, 2018 the PTC executed a partial reversal of the Mainline Basis Swap associated with the PTC’s Series 2010 B
Bonds, receiving $3,422. The counterparty for this transaction is Deutsche Bank.

On November 13, 2018 the PTC issued $45,000 EB-5 Loan (Second Tranche) at a fixed rate with a maturity of November 13,
2023. The PTC is borrowing this money to fund a portion of the costs of certain capital projects included in the PTC’s current
Ten-Year Capital Plan and for paying the cost of issuing the EB-5 Loan.

On December 4, 2018 the PTC authorized the further restructuring of the PTC Motor Vehicle Registration Fee Revenue
Refunding Bonds Series B, C and D of 2005 by converting from a Libor based calculation to a SIFMA based calculation while
such bonds are in an index rate mode and upon such conversion, the remarketing of these bonds to the direct purchaser.

PHEAA

On October 9, 2018, the PHEAA Student Loan Foundation (Foundation) entered into a trust agreement with a financial
institution that created the PHEAA Student Loan Trust 2018-1 (“2018-1 Trust”) and on that same date the 2018-1 Trust was
formed as a statutory trust under the Delaware Statutory Act, 12 Del. C. Section 3801, et seq. The principal purpose of the
2018-1 Trust is to securitize student loans and student loan related assets, to acquire student loans from the Foundation and
issue one or more classes of securities secured by a pledge of such assets.

On October 29, 2018, the 2018-1 Trust issued $141,500 of original principal amount of student loan asset backed notes, Class
A-1, at par, and $285,200 of original principal amount of student loan asset back notes, Class A-2, at par. The Class A-1 notes
were issued with an interest rate of 1-month LIBOR plus 0.30% with a final maturity date of October 25, 2068. The Class A-2
notes were issued with an interest rate of 1-month LIBOR plus 0.77% with a final maturity date of October 25, 2068.

PHFA

On August 15, 2018, the PHFA sold single family mortgage revenue bonds Series 2018-127 totaling $173,450. Proceeds
included a portion used for refunding certain single family mortgage revenue bonds previously issued by the PHFA equal to
$23,450; the remainder was used to purchase new single family mortgage loans. Settlement and closing occurred on
September 24, 2018.

On August 15, 2018, the PHFA sold single family mortgage revenue bonds Series 101C totaling $9,655. All proceeds of these
fixed rate bonds were used to refund the entire outstanding balance of variable rate single family mortgage revenue bonds
series 2008-101C equal to $9,655. Settlement and closing occurred on September 24, 2018.

As of October 26, 2018, the effective date of the PHFA’s financial statements, $10,677 of construction contracts totaling
$26,106 was still outstanding.

SSHE

In September 2018, PHEFA issued Series AV-1 tax-exempt revenue bonds in the amount of $102,345 and Series AV-2 taxable
revenue bonds in the amount of $134,600. The net proceeds from the Series AV-1 revenue bonds were used to finance a
capital project at West Chester University and to current refund Series AG and a significant portion of Series Al revenue
bonds. The refunding was performed to reduce debt service by approximately $2,700 and resulted in an economic gain
(difference between the present values of the old and new debt service payments) of $2,400. The net proceeds from the
Series AV-2 revenue bonds were used to acquire student housing facility at Shippensburg University. In connection with the
bond issuance, the SSHE entered into a loan agreement with PHEFA under which the SSHE pledged its full faith and credit for
repayment of bonds.
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NOTES TO THE FINANCIAL STATEMENTS (amounts in thousands) June 30, 2018

NOTE 17 — SUBSEQUENT EVENTS
Bond Redemption
In July 2018, the Department of Labor & Industry, through the Pennsylvania Economic Development Financing Authority,

called a total of $125,795 Series 2012 B Unemployment Compensation Revenue Bonds for early redemption at face value.
The bonds carried an interest rate of 5% and the maturity date for these bonds was July 1, 2021.
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NOTES TO THE FINANCIAL STATEMENTS (amounts in thousands) June 30, 2018

NOTE 18 — RESTATEMENTS
Restatement Due to Adoption of New Accounting Standards

Effective July 1, 2017, the Commonwealth implemented the Governmental Accounting Standards Board’s (GASB) Statement
No. 75, Accounting and Financial reporting for Postemployment Benefits Other Than Pensions, and GASB Statement No. 81,
Irrevocable Split-Interest Agreements.

GASB 75 replaces GASB 45 and establishes accounting and financial reporting standards for OPEB that is provided to
employees of state and local governmental employers. This standard establishes standards for recognizing and measuring
liabilities, deferred outflows of resources, deferred inflows of resources and expense. The implementation of GASB 75
resulted in the reporting of an OPEB liability and deferred outflow of resources, therefore, the Commonwealth’s beginning
net position has been restated.

GASB 81 improves accounting and financial reporting for irrevocable split-interest agreements by providing recognition and
measurement guidance for situations in which a government is a beneficiary of the agreement. The implementation of GASB
81 resulted in the reporting of beneficial interests and deferred inflow of resources, therefore, the Commonwealth’s
beginning net position has been restated.

Presented on the following page are the changes to the Government-wide Statement of Net Position, and the Proprietary
Funds Statement of Net Position as a result of implementing GASB 75 and GASB 81. Details of the discretely presented
component unit restatements are disclosed in Note 16.
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NOTES TO FINANCIAL STATEMENTS (amounts in thousands)

June 30, 2018

NOTE 18 — RESTATEMENTS (continued)

Government-wide Statement of Net Position
Governmental
Activities

Business-type

Activities Total

Component
Units

Net position, as previously S
reported, at June 30, 2017.......
Implementation of GASB 75
General Fund.

12,429,094 S 725,201 $ 13,154,295

(19,618,796) -
(1,676,748) -

(19,618,796)
(1,676,748)

Motor License Fund

Other non-major

governmental activities............. (1,127,224) -
Unemployment

Compensation Fund -
State Workers'

Insurance Fund........ccoeeeverennens -
State Lottery Fund..........cccceuenee -
State Stores Fund...........ccceuuuee -

Other non-major

(1,127,224)

(4,492) (4,492)

(63,759)
(91,622)
(794,099)

(63,759)
(91,622)
(794,099)

business-type activities............. - (58,490) (58,490)
PFHA - Note 16......ccccceveevveneens - - -
PHEAA - Note 16.....ccccceveenernnne - - -
PennVest - Note 16.
SSHE - Note 16..

Other non-major

component Units.........cccceveenes - - -
Implementation of GASB 81
SSHE - Note 16.....cccccevvvivuiinnens - - -

S 1,291,483

(49,724)
(382,668)
(7,041)
(1,280,301)

(41,975)

13,497

Total net position,

as restated, at July 1, 2017....... $ (9,993,674) $ (287,261) $ (10,280,935)

$ (456,729)

Proprietary Funds Statement of Net Position

Unemployment Commonwealth Nonmajor
Compensation State Workers' State Lottery Tuition Payment State Stores Financing Proprietary
Fund Insurance Fund Fund Fund Fund Authority Funds Total
Net position, as previously S 1,746,563 S (233,760) S (323,127) S 282,773 S (402,890) S (1,238,027) S 893,669 $ 725,201
reported, at June 30, 2017.......
Implementation of GASB 75.......... (4,492) (63,759) (91,622) - (794,099) - (58,490) (1,012,462)
Total net position,
as restated, at July 1, 2017....... $ 1,742,071 $  (297,519) $ (414,749) S 282,773 S (1,196,989) $  (1,238,027) S 835,179 $ (287,261)
Internal Service
Funds
Net position, as previously S 29,510
reported, at June 30, 2017.......
Implementation of GASB 75.......... (65,002)
Total net position,
as restated, at July 1, 2017....... S (35,492)
Statement of Fiduciary Net Position
Pension (and
Other Employee
Benefit) Trust
Funds
Net position, as previously S 83,437,252
reported, at June 30, 2017
Implementation of GASB 75.. (80,076)
Total net position,
as restated, at July 1, 2017....... S 83,357,176
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Co alth of P ylvania

Schedule of Pension Amounts

Commonwealth's Proportionate Share of the Net Pension Liability
For the Last Ten Fiscal Years Ended June 30 (1)

(Amounts in thousands) 2018

2017 2016 (2) 2015

SERS as of 12/31

Commonwealth's portion of the net pension liability.

Commonwealth's proportionate share of the net pension liability .

Commonwealth's covered payroll

Commonwealth's proportionate share of the net pension liability
as a percentage of its covered Payroll.........ccueiiriiiiiirinnin 293.47%

Plan fiduciary net position as a percentage of the total pension liability...........cccocveerernrnnne. 63.00%

82.48%
$ 14,261,464
$ 4,859,626

PSERS as of 6/30
Non-employer contributing entity

Commonwealth's proportionate share of the net pension liability $ 290,651

82.44% 83.05% 82.94%
$ 15,879,154  $ 15,097,007 $ 12,318,240
$ 4,801,482 § 4,883,060 $ 4,668,334

330.71% 309.17% 263.87%
57.80% 58.90% 64.80%

$ 291,791 $ 251,536 ¢ 223,083

- The notes to required supplementary information are an integral part of this schedule. -

(1) The Commonwealth adopted GASB 68 on a prospective basis for the fiscal year ended June 30, 2015; therefore, only four years are presented in the above

schedule.

(2) Every five years, SERS is required to conduct an actuarial experience study to determine whether the assumptions used in its annual actuarial valuations remain
accurate based on current and anticipated demographic trends and economic conditions. The 18th Investigation of Actuarial Experience study for the period 2011 —
2015 was released in March 2016 and can be viewed at www.sers.pa.gov. The actuary, under oversight of the SERS Board, reviewed economic assumptions (such as
the assumed future investment returns and salary increases) as well as demographic assumptions (such as employee turnover, retirement, disability, and death
rates). Some assumption adjustments increased projected cost and some decreased projected cost, but the overall result was an increase to the net pension liability.
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Commonwealth of Pennsylvania

Schedule of Pension Amounts

Commonwealth's Schedule of Contributions

For the Last Ten Fiscal Years Ended June 30 (1)

(Amounts in thousands) 2018 (2) 2017 2016 2015

SERS as of 6/30 (3)

Contractually required contribution $ 1,669,819 $ 1,473,131 $ 1,222,732 $ 1,005,654
Contributions in relation to the contractually required contribution $ (1,664,550) $ (1,473,131) $ (1,222,732) $ (1,005,654)
Contribution deficiency (excess) (4).. $ 5,269 $ - $ - $ -
Commonwealth's covered payroll... $ 4,922,164 $ 4,831,379 $ 4,682,957 $ 4,678,587
Contributions as a percentage of its covered payroll... 33.82% 30.49% 26.11% 21.49%
PSERS as of 6/30

Non-employer

CoNtribBULIONS t0 the PIAN. ..ot e e e e $ 25,763 $ 22,510 $ 18,732 $ 14,994

- The notes to required supplementary information are an integral part of this schedule. -

(1) The Commonwealth adopted GASB 68 on a prospective basis for the fiscal year ended June 30, 2015; therefore, only four years are presented in the above
schedule.

(2) Contributions to the PSERS plan as of June 30, 2018 are based on an accrued estimate, and are revised annually to the Commonwealth's proportionate share of
contributions reported by PSERS.

(3) Prior years revised at June 30, 2018 to reflect amounts as of the year ended June 30, previously reported as of the year ended December 31.

(4) Contribution deficiency was fully satisfied in December 2018.
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Commonwealth of Pennsylvania

Schedule of OPEB Amounts

Changes in the Net OPEB Liability and Related Ratios
For the Last Ten Fiscal Years Ended June 30 (1)

(Amounts in thousands)

REHP
As of and for the fiscal year ended June 30 2018 (2) 2017
Total OPEB liability
Service cost.. . $ 527,110 $ 617,953
Interest......ccccoeeveeneee . 736,947 633,617
Changes in benefit terms...........ccoveuviiiiiiiiineeeeees - -
Differences between expected and actual experience.. (5,445,495) -
Changes of assumptions............ccoeeeuieureniiiieenanens . (576,855) (2,228,187)
Benefit payments......... . (611,081) (649,705)
Contributions - retiree........... 48,585 52,198
Net change in total OPEB liability $ (5,320,789) $ (1,574,124)
Total OPEB liability - beginning... . 20,336,764 21,910,888
Total OPEB liability - eNding (@) ......cooeieieeieeiiiiiiiiiiiiie e ... $ 15,015,975 $ 20,336,764
Plan fiduciary net position
CONLHDULIONS = EMPIOYET ..iiiiiieiiiiiiiitie ettt e e st e e e e e s e et e s e e e st b reeeeeeeenas $ 591,796 $ 653,720
Contributions - retiree..... 48,585 52,198
Net investment income. 27,351 31,833
Benefit payments...... (611,081) (649,705)
Administrative expense.... (5,232) (6,213)
Net change in plan fiduciary net position $ 51,419 $ 81,833
Plan fiduciary net position - beginning 282,429 200,596
Plan fiduciary net position - ending (D)........coviiiiiiiiiiiiiiii e $ 333,848 % 282,429
Net OPEB liability (@) = (D) ..iciiiiiiiiiiiiiiiiice e $ 14,682,127 $ 20,054,335
Plan fiduciary net position as a % of total OPEB liability.......c......ccciiiiiiiiiiiiiiineen. 2.22% 1.39%
Covered-employee PAYIOIL..........uuiiiiiieie et $ 3,911,464 $ 3,902,336
Total/Net OPEB liability as a % of covered-employee payroll........cc.....ccccveiieiiinneenn. 375.36% 513.91%

RPSPP
As of and for the fiscal year ended June 30 2018 (2) 2017
Total OPEB liability
SBIVICE COST...ueiiiitieeiiiit ettt ettt ettt e be et e e bbb e e st e e e e ba et e et e e et e e e e ne s $ 161,103 $ 193,336
Interest..........cccovvveeeens . 225,601 196,049
Changes in benefit terms...........covvvvviiiiiiiiiiineeneens . - -
Differences between expected and actual experience.. (202,655) -
Changes of assumptions............ccouuvvveuieiiiiieniaenens . (272,746) (803,662)
Benefit payments... . (140,440) (123,595)
Contributions - retiree........ . 1,077 1,143
Net change in total OPEB liability $ (228,060) $ (536,729)
Total OPEB liability - beginning. 6,209,658 6,746,387
Total OPEB liability - ending (a)... $ 5981598 $ 6,209,658
Plan fiduciary net position
CONLHDULIONS = EMPIOYET ..iiiiiieiiiiiiiit ittt e et e e e e e st e s e e e se st reeeeeeeenas $ 133,813 % 122,870
Contributions - retiree 1,077 1,143
Net investment income.... 8,714 11,133
Benefit payments (140,440) (123,595)
Administrative expense.... (473) (417)
Net change in plan fiduciary net position... $ 2,691 $ 11,134
Plan fiduciary net position - beginning.... 93,666 82,532
Plan fiduciary net position - ending (b)... $ 96,357 $ 93,666
Net OPEB liability (@) = (D) ..iceiiiiiiiiiiiiiiiiece e $ 5885241 $ 6,115,992
Plan fiduciary net position as a % of total OPEB liability..............ccciiiiiiiiiiiiiiineeenn. 1.61% 1.51%
Covered-employee PAYIOIL..........uuuiiieiei et $ 387,245 % 386,602
Total/Net OPEB liability as a % of covered-employee payroll........cc.....ccccveeieiiinneenn. 1519.77% 1581.99%

- The notes to required supplementary information are an integral part of this schedule. -

Notes to schedule:

(1) The Commonwealth adopted GASB 74 on a prospective basis for the fiscal year ended June 30, 2017;
therefore only two years are presented in the above schedule.

(2) For the fiscal year ended June 30, 2018, the discount rate applied for the development of the net OPEB
liability was 3.87%. The discount rate is based on the 20-year Bond Buyer GO Index. The investment rate of
return used was 5.0% and the inflation rate was 2.6%.
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Commonwealth of Pennsylvania

Schedule of OPEB Amounts

Contributions and Investment Returns
For the Last Ten Fiscal Years Ended June 30 (1)

(Amounts in thousands)

Schedule of Contributions

2018 2017
REHP
Contractually required contribUtion (2).........ccooouuiieiiiiiiiiii e $ 493,288 $ 734,378
Contributions in relation to the contractually required contribution. (591,796) (653,720)
Contribution deficiency (EXCESS)........uvrieiiiiuiiiieeiiiiiiiaeeaeiieeee e $ (98,508) $ 80,658
Covered-employee PAYTOll..........uiiii ittt e e e e eee s $ 3,911,464 $ 3,902,336
Contributions as a % of covered-employee payroll...........ccoouuiiiiiiiiiiiiiii s 15.13% 16.75%
RPSPP
Contractually required contribUtion (2).........cooouuiiiiiiiiiiiii et $ 131,499 $ 132,201
Contributions in relation to the contractually required contribution...............ccccevviiiiienenes (133,813) (122,870)
Contribution defiCiENCY (EXCESS)......uuriiiiiiiiiiiiiee ettt e ettt e e et e e e e e e e e e e eneeeeaa e $ (2,314) $ 9,331
Covered-employee PAYTOll...........oiii it $ 387,245 $ 386,602
Contributions as a % of covered-employee payroll............coouuiuiiiiiiiiiiiiii s 34.56% 31.78%
Premium Assistance Plan
Non-employer contributing entity
CoNtributioNs 10 The PIAN........ooiiiiii e ettt $ 677
Commonwealth's proportionate share of the net OPEB liability.............c.cccooiiiiiiiiiiiinicn, 11,990
Investment Returns
Annual money-weighted rate of return, net of investment expense (3) 2018 2017
REHP e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e aaaes 13.27% 13.27%
RPSPP ... 13.27% 13.27%

- The notes to required supplementary information are an integral part of this schedule. -

Notes to schedule:

(1) The Commonwealth adopted GASB 74 on a prospective basis for the fiscal year ended June 30, 2017;
therefore, only two years are presented in the above schedule for REHP and RPSPP. The Commonwealth
adopted GASB 75 on a prospective basis for the fiscal year ended June 30, 2018; therefore, only one year is
presented in the above schedule for the Premium Assistance Plan.

(2) Contribution requirements for the REHP and RPSPP are determined annually by the Commonwealth
based on projected cash flow requirements and a projected contribution toward pre-funding future cash
outlays.

(3) The money-weighted rate of return expresses investment performance, net of investment expense,
adjusted for changing amounts invested.
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Commonwealth of Pennsylvania
Schedule of Changes in the Total OPEB Liability and Related Ratios
For the fiscal year ended June 30, 2018

(Amounts in thousands)

Judiciary House Senate
Total OPEB liability (1)
SEIVICE COST....utiiiiiiiitiiit ettt e e s e b e e $ 22,279 $ 32,884 4,116
INtEreSt....cccvnieiieeeeeeee e, . 25,155 16,804 13,284
Differences between expected and actual experience. - - -
Changes of assumptions................ . - (50,056) -
Benefit payments.................... . (23,152) (18,692) (9,142)
Net changes in total OPEB liability $ 24,282 (19,060) 8,258
Total OPEB liability - beginning.. 661,575 652,117 384,107
Total OPEB liability - ending $ 685,857 $ 633,057 392,365
Covered-employee PAYIOIL.............iieeiieeieeee e $ 205,458 $ 92,898 48,530
Total/Net OPEB liability as a % of covered-employee payroll..................ccoooee. 333.82% 681.45% 808.50%

- The notes to required supplementary information are an integral part of this schedule. -

Notes to schedule:

(1) GASB 75 was implemented by the Judiciary, House, and Senate for the fiscal year ended June 30, 2018. A trust or equivalent
arrangement meeting the requirements of GASB 75 has not been established for the Judiciary, House, or Senate OPEB plans and

assets have not been accumulated to fund OPEB.
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Commonwealth of Pennsylvania
Budgetary Comparison Schedule
Budgeted Major Funds

General Fund

For the Fiscal Year Ended June 30, 2018

(Amounts in thousands) Actual
Original Final (Budgetary
Budget Difference Budget Difference Basis)
REVENUES:
State Programs:
COrporation taXES......uueeeeeesissirrrrrreessesssrrreresssssssrneeeessennns $ 5,109,000 $ (112,600) $ 4,996,400 $ (107,697) $ 4,888,703
Consumption taxes... 12,117,200 41,200 12,158,400 (64,046) 12,094,354
Other taxes 14,907,100 96,500 15,003,600 16,744 15,020,344
TOTAL TAX REVENUE.......ccceeiimmmmmsmsssssisnmmnsnsssssssnnnnns 32,133,300 25,100 32,158,400 (154,999) 32,003,401
NONEAX FEVENUE. .. .. iieiiiiiei e i e ettt s s e et e s s e rae s eeee 2,570,800 22,900 2,593,700 (30,153) 2,563,547
TOTAL REVENUE STATE...... 34,704,100 48,000 34,752,100 (185,152) 34,566,948
less: Refunds........cccevvueeeiniunennnne (1,385,000) 46,000 (1,339,000) - (1,339,000)
plus: Departmental services........ 4,397,055 - 4,397,055 27,638 4,424,693
TOTAL STATE PROGRAMS...... 37,716,155 94,000 37,810,155 (157,514) 37,652,641
Federal programs............ccoveeeenn. 26,955,598 272,808 27,228,406 - 27,228,406
TOTAL REVENUES.... 64,671,753 366,808 65,038,561 (157,514) 64,881,047
EXPENDITURES:
State programs *........ooooiiiii 36,383,156 9,958 36,393,114 (20,362) 36,372,752
Federal Programs...........ooeccreeeereesssssneeeeeee e s sssreeeeessssssnnnees 26,955,598 272,808 27,228,406 - 27,228,406
TOTAL EXPENDITURES.......cccrmmemmnnssssrrnnnnnnssssssesnnnns 63,338,754 282,766 63,621,520 (20,362) 63,601,158
REVENUES UNDER EXPENDITURES.........consmmannnnnuns 1,332,999 84,042 1,417,041 (137,152) 1,279,889
OTHER FINANCING SOURCES:
Prior year lapSeS. . ueuuueiiieerreeeeeeeesssnnreeee e snneeeee s - 210,000 210,000 79,168 289,168
Transfer to Budget Stabilization Reserve Fund - (13,823) (13,823) (8,539) (22,362)
TOTAL OTHER FINANCING SOURCES........ccosssmmmmnnness - 196,177 196,177 70,629 266,806
REVENUES AND OTHER SOURCES OVER
(UNDER) EXPENDITURES AND OTHER USES...........connns 1,332,999 280,219 1,613,218 (66,523) 1,546,695
FUND BALANCE
(BUDGETARY BASIS), JUNE 30, 2017, REVISED......... (1,539,333) 15,000 (1,524,333) - (1,524,333)
FUND BALANCE
(BUDGETARY BASIS), JUNE 30, 2018.......cccooummmmnnmnnnuns $ (206,334) $ 295219 $ 88,885 $ (66,523) $ 22,362
* Current year lapse amount in the Actual (Budgetary Basis) column is already netted out of the state expenditure amount.
For Supporting Documentation, please go to www.budget.pa.gov
- The notes to required supplementary information are an integral part of this schedule. -
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Commonwealth of Pennsylvania
Budgetary Comparison Schedule
Budgeted Major Funds

Special Revenue Fund-Motor License
For the Fiscal Year Ended June 30, 2018

(Amounts in thousands)

REVENUES:
State Programs:
LiQuid fUEIS TaXES.....iiiuerreiieeiieiiirie e
Motor licenses and fEES........cuuviiiiiiiiiiriiee e
Other Motor License Fund revenues *..........ccccoeriniineeeeennnniinneennn s
TOTAL REVENUE STATE....
plus: Departmental services *
TOTAL STATE PROGRAMS
Federal Programs.......ccccccverirerirsssssss s s s s s s e e s e s
TOTAL REVENUES
EXPENDITURES:
SEAtE PrOgramS. .. i iiiviiiie ettt s e rrrr e
Federal programs
TOTAL EXPENDITURES .
REVENUES OVER (UNDER) EXPENDITURES............osssammsnnnsnans
OTHER FINANCING SOURCES:
CUurrent year 1apSeSs **.....ccui i iiirriii e
PriOr YAr [aPSES. ..ceiiiiirieeiee it
TOTAL OTHER FINANCING SOURCES.
REVENUES AND OTHER SOURCES OVER
(UNDER) EXPENDITURES AND OTHER USES...........coossssemmsnnnmmnsnens
FUND BALANCE
(BUDGETARY BASIS), JUNE 30, 2017
FUND BALANCE
(BUDGETARY BASIS), JUNE 30, 2018

* Act 44 receipts are included in Other Motor License Fund Revenues.

** Current year lapse amount in the Actual (Budgetary Basis) column is already netted out of the state expenditure amount.

For Supporting Documentation, please go to www.budget.pa.gov

- The notes to required supplementary information are an integral part of this schedule. -

Commonwealth of Pennsylvania
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Actual
Original Final (Budgetary

Budget Difference Budget Difference Basis)
$ 1,856,400 $ (600) $ 1,855,800 $ (9397) $ 1,846,403
992,400 45,900 1,038,300 7,296 1,045,596
47,700 (500) 47,200 9,293 56,493
2,896,500 44,800 2,941,300 7,192 2,948,492
76,551 - 76,551 (4,548) 72,003
2,973,051 44,800 3,017,851 2,644 3,020,495
2,020,808 - 2,020,808 (281,307) 1,739,501
4,993,859 44,800 5,038,659 (278,663) 4,759,996
2,971,498 - 2,971,498 (13,287) 2,958,211
2,020,808 - 2,020,808 (281,307) 1,739,501
4,992,306 - 4,992,306 (294,594) 4,697,712
1,553 44,800 46,353 15,931 62,284

- 9,434 9,434 (9,434) -
- 68,154 68,154 12,899 81,053
- 77,588 77,588 3,465 81,053
1,553 122,388 123,941 19,396 143,337
73,099 - 73,099 - 73,099
$ 74,652 $ 122,388 $ 197,040 $ 19,396 $ 216,436
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NOTES TO THE REQUIRED SUPPLEMENTARY INFORMATION (amounts in thousands)

Note 1 - Budget Preparation Process

The process of preparing the General Fund Budget for the Commonwealth of Pennsylvania begins nearly one year before the
new budget is anticipated to be enacted and takes effect on July 1 each year. The budget process begins in August of the
year previous to the budget year with the distribution of both the Budget Instructions and Program Policy Guidelines by the
Office of the Budget and the Governor’s Office, respectively. These provide detailed guidelines and define major policy issues
to be considered when agencies complete their budget requests. As required by statute, agencies must prepare budgets that
indicate the cost of supporting activities at the level expected in the immediate budget year and the ensuing four budget
years. The five-year horizon does not include future program changes but considers the requirements and demands of
current law, regulation, policy and program decisions.

Agencies submit budget requests to the Secretary of the Budget beginning in early October. From October through January,
the Office of the Budget reviews these requests for accuracy and adherence to policy guidelines and prepares funding
recommendations for the Secretary of the Budget and the Governor.

During December, the Governor meets with leaders of the General Assembly to inform them of anticipated spending and
revenue levels and to discuss related budgetary issues. The Governor then conducts reviews to make the final budget
decisions. The Governor’s Executive Budget is finalized in January and is submitted to the General Assembly in early
February.

After receiving the budget document, the appropriations committees of both houses of the legislature hold hearings to
review agency funding requests. The General Assembly passes the budget in the form of a General Appropriations Bill and
individual appropriations bills. At the time of passage of these bills and their presentation to the Governor, the official
revised revenue estimates for the budget year are issued. If the combined appropriations bills passed by the legislature
exceed the revenue estimates, the Governor is required and has the authority to either veto entire appropriations bills or to
reduce the amount of appropriations in order to produce a budget that is in balance. The Governor also has the power to
reduce or veto any specific appropriation even if the total appropriations do not exceed estimated revenues. The Governor’s
signing of the appropriations bills and any revenue bills is the last step in the approval stage of the budget.

Additional information regarding Pennsylvania’s budgeting process may be located at: www.budget.pa.gov and click on
Current and Proposed Commonwealth Budgets.

Note 2 — Basis of Budgeting

On the budgetary basis, certain estimated tax revenue accruals are recorded at fiscal year-end for the General Fund and the
Motor License Fund, a special revenue fund. Accruals include sales and use taxes and personal income taxes, both applicable
to the General Fund, and liquid fuels taxes applicable to the Motor License Fund. These taxes are estimated to be owed to
the Commonwealth but are not collected by fiscal year-end. Actual budgetary federal program revenues are recorded in
amounts equal to federal expenditures. Also, estimated encumbrances and unspent appropriation balances are available for
all funds at fiscal year-end to pay certain direct expenditures for salaries, wages, travel, and utility costs payable against
current year appropriation authority but paid in the subsequent year. Over-estimates of prior year encumbrances and
available appropriation balances are lapsed in the subsequent year and under-estimates are charged to subsequent year
appropriation authority.

Budgeted revenues in the budgetary comparison schedules represent official estimates while expenditures represent
amounts originally adopted or legally amended. Actual amounts are presented on the budgetary basis. Because the
budgetary basis differs from the modified accrual basis of accounting for governmental funds, a reconciliation of the
differences between budgetary basis and the modified accrual basis of reporting is presented.

Note 3 - Reconciliation of Budgetary to GAAP Basis Amounts

The Commonwealth adopts formal annual budgets for two major governmental funds (General Fund and Motor License
Fund, a special revenue fund) and three nonmajor governmental funds (Workers’ Compensation Administration, Banking
Department, and Milk Marketing special revenue funds). The budgetary comparison schedules for budgeted major and
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NOTES TO THE REQUIRED SUPPLEMENTARY INFORMATION (amounts in thousands)

nonmajor funds present comparisons of the legally adopted budget, as amended, with actual data on a budgetary basis,
which differs from governmental fund statement information primarily by the omission of certain revenue and expenditure
accruals.

The following presents a reconciliation of the budgetary basis to the modified accrual basis of reporting for the major
budgeted funds:

General Fund

General
General Fund Motor
Fund Components License
(Budgeted) (Nonbudgeted) Total Fund
Budgetary basis — revenues and other
sources under expenditures
and Other USES.......ovvveeeeeceeeeseeesteeereenas S 1,546,695 S - S 1,546,695 S 143,337
Adjustments:
Basis differences
To adjust revenues, other financing
sources and related receivables
and unearned revenue..........ccoeeeveereennnn. (1,559,621) - (1,559,621) 2,023,858
To adjust expenditures, other financing
uses and related accounts payable
and accrued liabilities........cocoeeeevivveerrennnne. 1,418,279 - 1,418,279 (2,172,435)
Basis difference adjustments............. (141,342) - (141,342) (148,577)
Perspective differences
Nonbudgeted statutory funds which are
financially reported as part of this
fund:
REVENUES. ..ottt - 761,672 761,672 400
EXPENditures.......coeeveereevevieeeeeeeeeeevene - (655,747) (655,747) (314)
Perspective difference adjustments.. - 105,925 105,925 86
Net adjustments.......c.cccceveeerenrenrnnnans (141,342) 105,925 (35,417) (148,491)
Modified accrual basis — net change in
governmental fund balance........................ S 1,405,353 S 105,925 S 1,511,278 S (5,154)

The above revenue adjustments include net revenue accruals and unearned revenue, amounts to recognize certain pass-
through grants, and amounts to recognize certain intergovernmental revenues that are not reported for budgetary reporting
purposes. Likewise, the above expenditure adjustments include net expenditure accruals, amounts to recognize certain pass-
through grants, and amounts to recognize certain expenditures related to federal and other grants that are not reported for
budgetary reporting purposes.
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NOTES TO THE REQUIRED SUPPLEMENTARY INFORMATION (amounts in thousands)

Note 4 — Budgetary Compliance — Legal Level of Budgetary Control

The General Assembly passes, and the Governor approves (or reduces or vetoes), individual appropriations as part of the
annual budget adoption process. Budgetary expenditure control occurs at the appropriation level; this is the lowest level of
legislative spending control. Encumbrances and expenditures within individual appropriations may not exceed total amounts
appropriated plus actual augmentations (certain revenues credited to specific appropriations). Also, appropriation transfers
between or within departments and any supplemental appropriations require both legislative and gubernatorial approval.
The legislatively adopted budget for the General Fund includes a net $9.9 of appropriation increases approved for the fiscal
year ended June 30, 2018.

A separately available report, the “Status of Appropriations” (General Fund), demonstrates budgetary expenditure
compliance for the General Fund for the fiscal year ended June 30, 2018. This report includes a variety of detailed
information and summaries related to individual appropriations. A second “Status of Appropriations” report (for special
funds) demonstrates compliance for the four budgeted special revenue funds: Motor License, Workers’ Compensation
Administration, Banking Department and Milk Marketing. Both “Status” reports are available online at the Office of the
Budget internet site: www.budget.pa.gov and click on Publications and Reports and then click on Status of Appropriations.
The Governor controls spending by using executive authorizations for special revenue funds not controlled by legislatively
adopted budgets.

To assist the user of the budgetary comparison schedule, additional supporting documentation is available at:
www.budget.pa.gov by clicking on Publications and Reports at the top of the page and then click on Annual Financial Reports
and finally click on ‘General Fund Budgetary Comparison Schedule Rationale’ and ‘Motor License Fund Budgetary
Comparison Schedule Rationale’ at the bottom of the page.
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PENNSYLVANIA
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Commonwealth of Pennsylvania
Combining Balance Sheet-Nonmajor Governmental Funds
June 30, 2018

(Amounts in thousands) Special Debt Capital
Revenue Service Projects
Funds Funds Funds Total
ASSETS
CaSh. ittt $ 42,432 $ - $ 27 $ 42,459
Temporary investments 2,001,995 53,166 1,646,082 3,701,243
Long-term investments..........ccocovviiviiiiiiie e, 1,615,068 - 141,774 1,756,842
Receivables (net):
- - 37,438 37,438
187,688 3,222 - 190,910
6,759 88 3,023 9,870
63,684 - - 63,684
187,247 - 18,527 205,774
Due from pension trust funds.........ccceeeeeiiieierniiiinninennns 2,465 - - 2,465
Due from component units............... 14,797 341 - 15,138
Due from Federal government 43,040 - - 43,040
Advances to other funds........ccuuvvveiiiiiieieiiie e 182,250 - - 182,250
TOTAL ASSETS....cciimmmmimmmmssmmnssssmmsssssmnsssssnnssssssnnnssssnnns $ 4,347,425 $ 56,817 $ 1,846,871 $ 6,251,113
LIABILITIES, DEFERRED INFLOWS OF
RESOURCES, AND FUND BALANCES
Liabilities:
Accounts payable and accrued liabilities..........cccoviveveennns $ 330,725 $ 1 $ 111,263 $ 441,989
Investment purchases payable.............eevvveverieeeeeveeenennns 444 - - 444
Securities lending obligations...........cccceeeeiiivveeiinieneneenns 38,873 - 1,084 39,957
Due to other funds.........coevvviiiniiiiii s 109,482 - 3,713 113,195
Due to component UNitS......c..ovveeeuiiieenniieeieeeieeeeens 15,004 - - 15,004
Due to pension trust funds 2,199 - 18 2,217
Due to political subdivisSions...........cceverernriniineeerriinnns 147,222 - 71,069 218,291
Due to other governments..........coovveeevniiieiieerenniieneeneens 482 - 5 487
Unearned reVENUE.........cuvvruieeiieerernniasiesesersssnasesseeeennes 101,922 3,222 - 105,144
Advances from other funds.........ccuvcvveiiieriiiiiiin e, 19,500 - - 19,500
TOTAL LIABILITIES......ccccossmmmnsssnnnsssrsnnssssnnnssssnnns 765,853 3,223 187,152 956,228
Deferred inflows of resources:
TOTAL DEFERRED INFLOWS OF RESOURCES....... 176,299 - - 176,299
Fund balances:
RESLHCE. .. i iieeeereie e e 3,347,768 - - 3,347,768
CoOMMItEEA. . .uueeeeeiiri e 66,986 53,594 1,659,719 1,780,299
Unassigned deficit.........coooi, (9,481) - - (9,481)
TOTAL FUND BALANCES.......ccosmmmmmsssnnnssssnnnsssnnnns 3,405,273 53,594 1,659,719 5,118,586
TOTAL LIABILITIES, DEFERRED INFLOWS
OF RESOURCES AND FUND BALANCES.......ccooumemnssnens $ 4,347,425 $ 56,817 $ 1,846,871 $ 6,251,113
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Commonwealth of Pennsylvania

Combining Statement of Revenues, Expenditures, and Changes in Fund

Balances-Nonmajor Governmental Funds
For the Fiscal Year Ended June 30, 2018

(Amounts in thousands)

REVENUES:

Intergovernmental.........ccceviviiiiiiiiiiiecceer
Charges for sales and services........ccoeveeeriireeeennnns
Investment iINCOME..........ccvviiiiiiiiiiiiii s

EXPENDITURES:
Current:
Direction and supportive services.......ccceeveeeirrieenns
Protection of persons and property...........cccevvennnn.
Health and human services..........ccceveennnnnnnns
Public education.............ccccei s
Recreation and cultural enrichment...........cccccc....
Economic development.........cccceeeeeviveeeenniinninneeens
Transportation.........ceeviereen e e
Capital outlay......cooevvieeeriiii s
Debt service:
Principal retirement.........cccocceeiiiiiieevniee e,
Interest and fiscal charges..........ccccvviiiiiiieeennnnn,
TOTAL EXPENDITURES .........cccoinmmmmnnnnnnnnnnns

EXCESS/(DEFICIENCY) OF REVENUES
OVER/(UNDER) EXPENDITURES ..........000001

OTHER FINANCING SOURCES (USES):
2 T0] a0 E Ty U 1=
Refunding bonds issued...........ccevvvvvrniiniiieeeeennnns
Premium on debt issuance......c....ccceeeerevvninieennnnns
Discount on bonds issued..........cceevvivreiniinireennnnns
TraNSfErS INuuuniieieie e e eee
TranSfers OUL......cveveeerierrier e e e ereraas
Payment to refunded bond escrow agent..............
NET OTHER FINANCING
SOURCES (USES).....cormmuurmmmmsssrmnsssssssnssssnnnns

NET CHANGE IN FUND BALANCES.................
FUND BALANCES JULY 1, 2017......cseeeeemnnnnnnnnns

FUND BALANCES JUNE 30, 2018...........ss00meees

Commonwealth of Pennsylvania
www.pa.gov

Special Debt Capital
Revenue Service Projects
Funds Funds Funds Total
$1,881,239 $ - $ 343,139 $2,224,378
1,276,438 - - 1,276,438
876,441 26,963 - 903,404
248,572 - 992 249,564
94,589 410 19,886 114,885
366,972 13,831 1 380,804
4,744,251 41,204 364,018 5,149,473
427,833 - 35,235 463,068
733,480 - 341 733,821
738,915 - - 738,915
619,499 - 15,835 635,334
187,870 - 55,128 242,998
263,237 - 246,071 509,308
1,197,032 - 364,533 1,561,565
30,812 - 306,378 337,190
- 724,720 - 724,720
- 535,939 3,893 539,832
4,198,678 1,260,659 1,027,414 6,486,751
545,573 (1,219,455) (663,396) (1,337,278)
- 41,150 1,205,850 1,247,000
- 969,530 500 970,030
- 169,837 67,326 237,163
- - (1,430) (1,430)
309,630 1,222,179 9,636 1,541,445
(689,877) - (138,011) (827,888)
- (1,136,887) - (1,136,887)
(380,247) 1,265,809 1,143,871 2,029,433
165,326 46,354 480,475 692,155
3,239,947 7,240 1,179,244 4,426,431
$ 3,405,273 $ 53,594 $ 1,659,719 $5,118,586
211 Governor's Office of the Budget
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PENNSYLVANIA

Comprehensive Annual Financial Report
For the Fiscal Year Ended June 30, 2018

Special Revenue Funds

Including
Nonmajor Budgetary Comparison Schedules

I, .
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SPECIAL REVENUE FUNDS
DESCRIPTION
NONMAIJOR FUNDS

Account for and report the proceeds of specific revenue sources that are restricted or
committed to expenditure for specific purposes other than debt service or capital projects.

Banking Fund — to account for the administration of the Department of Banking and regulation of financial institutions.
Revenue is received from fees, assessments, charges, and penalties collected or recovered from persons, firms,
corporations, or associations regulated by the Department of Banking.

Milk Marketing Fund — to account for the operation of the Milk Marketing Board and to serve as a depository for amounts
due to dairy farmers from underpayments by dealers. Revenue is received from license fees, fines, penalties, and permits
relating to the milk industry.

Workers’ Compensation Administration Fund — to account for the administration of the Pennsylvania Workers’
Compensation Act and the Pennsylvania Occupational Disease Act. Insurance companies and self-insured businesses are
assessed a periodic fee for costs incurred in administering these acts.

Workers’ Compensation Security Fund — to account for the payment of workers’ compensation claims to individuals who
are insured by an insolvent insurance company and for the costs to administer the program. The revenues are mainly
from investment income and early access and large deductible reimbursements (court ordered distributions from liquidated
insurers), along with recoveries of reimbursements made on large deductible policies.

Tobacco Settlement Fund — established to deposit all payments received by the Commonwealth pursuant to the Master
Settlement Agreement with tobacco product manufacturers. Deposits into this fund include: jurisdictional payments
received by the Commonwealth from the Master Settlement Agreement, strategic contribution payments from the Master
Settlement Agreement, and earnings from investments. Expenditures from this fund are determined by the annual budget
appropriated to each program.

Public Transportation Trust Fund — to provide dedicated funding for public transportation in the Commonwealth.
Revenues come from scheduled payments by the Pennsylvania Turnpike Commission, a portion of the Sales and Use Tax,
and transfers from the Public Transportation Assistance Fund and the Lottery Fund. Monies in this fund are disbursed as
grants to public transit agencies for operating costs (including Shared Ride and Free Transit for Older Pennsylvanians),
capital and asset improvements, and programs of statewide significance.

Gaming Fund — to account for the administration of the Race Horse Development and Gaming Act. Revenue is received
from license fees and a percentage of the gross terminal revenue generated by licensed gaming facilities.

Other — to account for programs related to restoration, conservation, protection, and management of natural resources;
the payment of prescription drugs for eligible citizens 65 years or older; the preservation of historical landmarks; vocational
rehabilitation services; administrative and regulatory activities of various departmental programs; and miscellaneous
Commonwealth activities. This “Other” category is an aggregation of 41 individual special revenue funds.

There are a total of 49 individual special revenue funds; the Motor License Fund is reported as a Major Fund in the basic
financial statements.
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Commonwealth of Pennsylvania

Combining Balance Sheet-Nonmajor Governmental Funds

Special Revenue Funds

June 30, 2018

(Amounts in thousands)

ASSETS

Temporary investments

Long-term investments.....

Receivables (net):
Accounts........

Due from pension trust funds..
Due from component units......

Due from Federal government..........ccccvvieeineeeennnnnn.
Advances to other funds......ccccceeeviiiiiiiiiiiicecennnnnn,

TOTAL ASSETS

LIABILITIES, DEFERRED INFLOWS OF
RESOURCES, AND FUND BALANCES

Liabilities:

Accounts payable and accrued liabilities....................
Investment purchases payable.........cccoceeeiereeeeinnnnnnn.
Securities lending obligations.............ccccviiiiiiieennne,
Due to other funds.............ooeeeveeennn.

Due to component units

Due to pension trust funds..........cccvvveiiiiieereenninnnnns
Due to political subdivisions...........ccccceeiiiiiiiiiinnnnnne
Due to other governments................

Unearned revenue
Advances from other funds

TOTAL LIABILITIES........cccunssmmnmssssnsnssssnsnssssnnnns

Deferred inflows of resources:
TOTAL DEFERRED INFLOWS OF RESOURCES..

Fund balances:

Restricted.........

Committed....

Unassigned deficit

TOTAL FUND BALANCES.......ooourreeesereeesseeees —

TOTAL LIABILITIES, DEFERRED INFLOWS
OF RESOURCES AND FUND BALANCES........ccceuseiuns

Eudgeted Funds

Workers' Workers' Tobacco Public
Milk Compensation Compensation Settlement Transportation

Banking _Marketing Admin. Security Fund Trust Gaming Other Total
$ 72 $ 35 3 - - $ 241 $ 2,702 $ 6,532 $ 32,850 $ 42,432
14,657 3,657 87,514 44,355 109,693 374,541 627,620 739,958 2,001,995
15,193 - - 691,144 - 308,492 - 600,239 1,615,068
11,233 - - - 176,299 - 8 148 187,688
62 6 - 3,264 - 713 1,078 1,636 6,759
- - - - - - - 63,684 63,684
8 1 29 - - 160,668 18 26,523 187,247
- - - - - 166 - 2,299 2,465
- - - - - - 14,797 - 14,797
- - - - 28,035 - - 15,005 43,040
- - 16,500 165,750 - - - - 182,250
$ 41225 $ 3699 $ 104,043 $ 904,513 $ 314,268 $ 847,282 ¢ 650,053 $ 1482342 ¢ 4,347,425
$ 1003 $ 91 $ 2,718  §$ 4,473 $ 95,842 $ 61,851 ¢ 37445 $ 127,302 $ 330,725
- - - 444 - - - - 444
116 - - 31,807 - 2,359 - 4,591 38,873
40 49 106 166 19,676 4 21,608 67,833 109,482
- - - - - - 15,000 4 15,004
63 15 170 2 1 16 437 1,495 2,199
- - - - 1,185 37,914 34,877 73,246 147,222
13 3 53 1 - 4 44 364 482
- 1,462 - - - - 8,099 92,361 101,922
- - - - - - - 19,500 19,500
1,235 1,620 3,047 36,893 116,704 102,148 117,510 386,696 765,853
- - - - 176,299 - - - 176,299
39,990 2,079 100,996 867,620 - 745,134 532,543 1,059,406 3,347,768
- - - - 21,265 - - 45,721 66,986
- - - - - - - (9,481) (9,481)
39,990 2,079 100,996 867,620 21,265 745,134 532,543 1,095,646 3,405,273
$ 41225 $ 3699 $ 104,043 $ 904,513 $ 314,268 $ 847,282 ¢ 650,053 $ 1482342 ¢ 4,347,425
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Commonwealth of Pennsylvania

Combining Statement of Revenues, Expenditures, and Changes in Fund Balances-Nonmajor Governmental Funds

Nonmajor Governmental Funds
Special Revenue Funds
For the Fiscal Year Ended June 30, 2018

(Amounts in thousands) Budgeted Funds
Workers' Workers' Tobacco Public
Milk Compensation Compensation Settlement Transportation
Banking  _Marketing Admin. Security Fund Trust Gaming Other Total
REVENUES:
TAXES.ccuuerrreeeeseessnrrrrereesessssrreeeee s s s ssnrrreeeeennnes $ - $ - $ - $ - $ - $ 488,632 $1,303,082 $ 89,525 1,881,239
Licenses and fees..... 8,294 2,381 3 5,818 - 293,930 88,855 877,157 1,276,438
Intergovernmental - - - - 208,457 450,004 23,167 194,813 876,441
Charges for sales and services 22,735 - 72,273 - 17,389 - - 136,175 248,572
Investment income 1,135 47 - 30,712 1,833 17,746 6,169 36,947 94,589
[0]42 =] S 2,036 - 126 173 350,009 - - 14,628 366,972
TOTAL REVENUES 34,200 2,428 72,402 36,703 577,688 1,250,312 1,421,273 1,349,245 4,744,251
EXPENDITURES:
Current:
Direction and supportive Services........ccccvvrrssvenns - - - - - - 427,125 708 427,833
Protection of persons and property 21,786 2,539 - 22,485 - - 13,967 672,703 733,480
Health and human services - - 61,108 - 672,633 - 397 4,777 738,915
Public education...........c.ce.... - - - - - - 619,300 199 619,499
Recreation and cultural enrichment - - - - - - 10,095 177,775 187,870
Economic development - - 166 - 3,276 - 45,187 214,608 263,237
Transportation.........cceeveeeeeens - - - - - 1,164,937 - 32,095 1,197,032
Capital OULIAY. . veeeee e - - - - - 8,067 - 22,745 30,812
TOTAL EXPENDITURES .....cccunsssmmmmnnnsssssnnnns 21,786 2,539 61,274 22,485 675,909 1,173,004 1,116,071 1,125,610 4,198,678
EXCESS (DEFICIENCY) OF REVENUES
OVER (UNDER) EXPENDITURES .......coennees 12,414 (111) 11,128 14,218 (98,221) 77,308 305,202 223,635 545,573
OTHER FINANCING SOURCES (USES):
TranSfers iN...uuuveeee e e - - 2,751 - - 117,946 - 188,933 309,630
Transfers OUL......cuveeveesiicsirreeees e essrrree e s s s esnnens (21,000) - - - - (30,000) (324,933) (313,944) (689,877)
NET OTHER FINANCING
SOURCES (USES) ...ovnrrmmsmsssssssnnnssssssssssnnnnns (21,000) - 2,751 - - 87,946 (324,933) (125,011) (380,247)
NET CHANGE IN FUND BALANCES.......:tsseeens (8,586) (111) 13,879 14,218 (98,221) 165,254 (19,731) 98,624 165,326
FUND BALANCES, JULY 1, 2017....ccccsssrnrnnnnnns 48,576 2,190 87,117 853,402 119,486 579,880 552,274 997,022 3,239,947
FUND BALANCES, JUNE 30, 2018.......ceee0umm0es $ 39990 $ 2,079 $ 100,996 $ 867,620 $ 21265 $ 745,134 $ 532,543 $1,095646 $ 3,405,273




Commonwealth of Pennsylvania
Budgetary Comparison Schedule
Budgeted Nonmajor Funds

Special Revenue Fund-Banking

For the Fiscal Year Ended June 30, 2018

(Amounts in thousands) Actual
Original Final (Budgetary
Budget Difference Budget Difference Basis)
REVENUES:
State Programs:

LiCENSES ANA FEES...uvvriiiiiiiiiiieiie s ettt et r e e e rarraes $ 27,124 ¢ 1,872 $ 28,996 $ 950 $ 29,946

Fines, penalties and iNterest..........uvvviiiieieiieiiiiiiieeeeeeeee e 400 50 450 359 809

Investment income . 428 255 683 164 847

MiISCEIIANEOUS. .. vt s - 26 26 (26) -

TOTAL REVENUES........ccecemememmmnmnmnmnmnmnnnnsnsnsnsnmnsmsnsnsnsssnsnsnsnsnsnnnnnnes 27,952 2,203 30,155 1,447 31,602
EXPENDITURES:
SEAtE PrOgramsS......cciiii i 46,235 - 46,235 - 46,235
REVENUES OVER (UNDER) EXPENDITURES..........cosmmmsassssssnnnnnnnnnn (18,283) 2,203 (16,080) 1,447 (14,633)
OTHER FINANCING SOURCES:

PriOr YEAI [APSES. ..eieiiiiirrreiiee i ittt s e e e e s e e s e e e e e - 4,463 4,463 - 4,463
REVENUES AND OTHER SOURCES OVER (UNDER) EXPENDITURES..... (18,283) 6,666 (11,617) 1,447 (10,170)
FUND BALANCE

(BUDGETARY BASIS), JUNE 30, 2017........commmmmnnsssnsnsnnssssssnsssnnssssssnnns 20,423 - 20,423 - 20,423
FUND BALANCE
(BUDGETARY BASIS), JUNE 30, 2018........ccommemussssnmnmnnssssssnssnnnssssssnnns $ 2,140 $ 6,666 $ 8,806 $ 1,447 $ 10,253

Budgetary Compliance

A separately available budgetary report, the “Status of Appropriations ” (Special Funds), demonstrates budgetary expenditure compliance for the
Banking Department for the fiscal year ended June 30, 2018 and is available at the following web address:
http://www.budget.pa.gov/Pages/default.aspx (At the website, click on Publications & Reports, then June 2018.)

Special Funds
"Status of
Appropriations"”
Traceability to the " Status of Appropriations " Column Totals Report Page
Total State Programs-Actual (Budgetary Basis) Expenditures Reference
Appropriations (COIUMN A).....uuiiireeiiiiiieieee e e e s e ssrrr e e e e s e s snrr e e e s nnreeeeens 245 $ 46,235
plus Actual Augmentations (Column C). . 245 -
less Lapses (Column D)......uveeeeerrriereeerenssssnneeeeenenns 245 -
TOTAL STATE PROGRAMS Actual (Budgetary Basis) Expenditures $ 46,235

Reconciliation of Budgetary to GAAP Basis Amounts

The Commonwealth adopts a formal annual budget for the Banking Department Fund. The Budgetary Comparison Schedule presented above presents a
comparison of the legally adopted budget, as amended, with actual data on a budgetary basis, which differs from governmental fund statement information
primarily by the omission of certain revenue and expenditure accruals. The following presents a reconciliation of the budgetary basis to the modified accrual
basis of reporting (amounts in thousands):

Budgetary basis — revenues and other sources under

expenditures (from Actual ColumMN @DOVE)......ccciviiiiiiiii i $ (10,170)
Adjustments:
To adjust revenues, other financing sources and related
receivables and deferred rEVENUE..........uiiiiiiiieiiiritiieeeeeeeeeseeeerseererreesssessssrssssssssssssssssssssssssssnnnes (1,865)

To adjust expenditures, other financing uses and related
accounts payable and accrued liabilities. ......cuuuieeiecrreeiiieiiirieee e 3,449

NEt @AJUSEMENES. .ttt e s e e e e e s nr b e e e e e e s nrree e e e e e s nnrrnneeens 1,584

Modified accrual basis — net change in
governmental fund DalaNCe......c..iieuuiiiiiii e e e s e $ (8,586)

The above revenue adjustments include net revenue accruals/deferrals, amounts to recognize certain pass-through grants and amounts to recognize certain
intergovernmental revenues that are not reported for budgetary reporting purposes. Likewise, the above expenditure adjustments include net expenditure
accruals, amounts to recognize certain pass-through grants, and amounts to recognize certain expenditures related to Federal and other grants that are not
reported for budgetary reporting purposes.

- The notes on pages 205 to 207 are an integral part of this schedule. -
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Commonwealth of Pennsylvania
Budgetary Comparison Schedule
Budgeted Nonmajor Funds

Special Revenue Fund-Milk Marketing
For the Fiscal Year Ended June 30, 2018

(Amounts in thousands) Actual
Original Final (Budgetary
Budget Difference Budget Difference Basis)
REVENUES:
State Programs:

LiCENSES @Nd fEES. ... i ierreiiie ittt $ 2431 $ - $ 2431 $ (53) $ 2,378

Fines, penalties and interest. . 10 - 10 7) 3

Investment income.............. . 24 18 42 2 44

TOTAL REVENUES.......cccciiimmmmnmsnssisnnnsssssssssssnssssssssssssnsssssssnsssssnnnnnns 2,465 18 2,483 (58) 2,425
EXPENDITURES:
State PrOgrams. .....cccvviriii 2,840 - 2,840 - 2,840
REVENUES OVER (UNDER) EXPENDITURES........cssseeeesssssnnsnnssssssnnnns (375) 18 (357) (58) (415)
OTHER FINANCING SOURCES:

PriOr YA APSES. . eiiiiiiiiiireiie et - 240 240 - 240
REVENUES AND OTHER SOURCES OVER (UNDER) EXPENDITURES........ (375) 258 (117) (58) (175)
FUND BALANCE

(BUDGETARY BASIS), JUNE 30, 2017.....ccceceusisssmnnnnsssssssnnsnnnssssssnnnnnnnns 1,947 - 1,947 - 1,947
FUND BALANCE
(BUDGETARY BASIS), JUNE 30, 2018.......cccuusuiimmmmnnnsssssssnnsnnnssssssnnnnnnnss $ 1572 § 258 $ 1830 $ (58) $ 1,772

A separately available report, the “Status of Appropriations” (Special Funds), demonstrates budgetary expenditure compliance for the
Milk Marketing Fund for the fiscal year ended June 30, 2018 and is available at the following web address:

http://www.budget.pa.gov/Pages/default.aspx (At the website, click on Publications & Reports, then June 2018.)

Total Actual (Budgetary Basis) Expenditures of $2,840 are traceable from page 249, Column A 'Appropriations' in the June 30, 2018 "Status of
Appropriations" (Special Funds).

Reconciliation of Budgetary to GAAP Basis Amounts

The Commonwealth adopts a formal annual budget for the Milk Marketing Fund. The Budgetary Comparison Schedule presented above presents a
comparison of the legally adopted budget, as amended, with actual data on a budgetary basis, which differs from governmental fund statement
information primarily by the omission of certain revenue and expenditure accruals. The following presents a reconciliation of the budgetary basis to the
modified accrual basis of reporting (amounts in thousands):

Budgetary basis — revenues and other sources over

expenditures (from Actual COIUMN @DOVE)......ccciiiuiiiiiiiiiiirii e s $ (175)
Adjustments:
To adjust revenues, other financing sources and related
receivables and deferred reVENUE........ccoiiiiiieiiie e e (237)

To adjust expenditures, other financing uses and related
accounts payable and accrued liabilities. ..........ccuveeiriiiiiiire s 301

Net @djUSEMENLES. ... nrr e 64

Modified accrual basis — net change in
governmental fund DalanCe..........ccooiiiiiiiiiii i $ (111)

The above revenue adjustments include net revenue accruals/deferrals, amounts to recognize certain pass-through grants, and amounts to recognize
certain intergovernmental revenues that are not reported for budgetary reporting purposes. Likewise, the above expenditure adjustments include net
expenditure accruals, amounts to recognize certain pass-through grants, and amounts to recognize certain expenditures related to Federal and other
grants that are not reported for budgetary reporting purposes.

- The notes on pages 205 to 207 are an integral part of this schedule. -
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Commonwealth of Pennsylvania

Budgetary Comparison Schedule

Budgeted Nonmajor Funds

Special Revenue Fund-Workers' Compensation Administration
For the Fiscal Year Ended June 30, 2018

(Amounts in thousands) Actual
Original Final (Budgetary
Budget Difference Budget Difference Basis)
REVENUES:
State Programs:
Taxes, NEt Of rEfUNAS.....ciiiiii i $ 78,000 $ 356 $ 78,356 $ (320) ¢ 78,036
Fines, penalties and iNtEreSt.......uuuuuuuurrrrrrrrirrriirrrrrrnrrrrrrrrrrrrr ... 25 - 25 (23) 2
DepartMeNtal SEIVICES. .. .uuuuuuuuuuuinii s 300 - 300 (52) 248
[0l =g =T TN 470 (459) 11 116 127
TOTAL REVENUES 78,795 (103) 78,692 (279) 78,413
EXPENDITURES:
1] =1 o (o | =T 1 T PPN 86,156 - 86,156 (52) 86,104
REVENUES OVER (UNDER) EXPENDITURES (7,361) (103) (7,464) (227) (7,691)

OTHER FINANCING SOURCES:

PriOr YA [APSES. .. vttt - 13,965 13,965 - 13,965
REVENUES AND OTHER SOURCES OVER (UNDER) EXPENDITURES..........sess (7,361) 13,862 6,501 (227) 6,274
FUND BALANCE

(BUDGETARY BASIS), JUNE 30, 2017 RESTATED 60,961 - 60,961 - 60,961
FUND BALANCE

(BUDGETARY BASIS), JUNE 30, 2018 $ 53,600 $ 13,862 $ 67,462 $ (227) $ 67,235
Budgetary Compliance

A separately available budgetary report, the “Status of Appropriations” (Special Funds), demonstrates budgetary expenditure compliance for the Workers'
Compensation Administration Fund for the fiscal year ended June 30, 2018 and is available at the following web address:
http://www.budget.pa.gov/Pages/default.aspx(At the website, click on Publications & Reports, then June 2018.)

Special Funds
"Status of
Appropriations”
Traceability to the " Status of Appropriations " Column Totals Report Page
Total State Programs-Actual (Budgetary Basis) Expenditures Reference
Appropriations (COIUMN A).....uuiiiiiiiiiiriiiin i e 340 ¢ 85,856
plus Actual Augmentations (Column C).. 340 523
less Restricted Revenue (Column C)... . 339 275
less LapSeS (COIUMN D).....eeeeeeeeeeeeeeeeeeeeeseeeseneseenesseeeeeeeeeeeeeeseeeseeeenseeeneesesssssnssnnnes 340 -
TOTAL STATE PROGRAMS Actual (Budgetary Basis) Expenditures $ 86,104

Reconciliation of Budgetary to GAAP Basis Amounts

The Commonwealth adopts a formal annual budget for the Workers' Compensation Administration Fund. The Budgetary Comparison Schedule presented above
presents a comparison of the legally adopted budget, as amended, with actual data on a budgetary basis, which differs from governmental fund statement information
primarily by the omission of certain revenue and expenditure accruals. The following presents a reconciliation of the budgetary basis to the modified accrual basis of
reporting (amounts in thousands):

Budgetary basis — revenues and other sources under

expenditures (from Actual COIUMN @DOVE)....uuuuuuuruiriiiiriieeeieieeeeeeeeseeesssseessssssssssseseessssssssssssessssssssssreerenees $ 6,274
Adjustments:
To adjust revenues, other financing sources and related
receivables and deferred rEVENUE. ... . ... s (17,225)

To adjust expenditures, other financing uses and related
accounts payable and accrued labilities..............coovieiiiii 24,830

NEE AAJUSEMENES. ...tvviiii ittt e s s s bbb e e e e s s s e b e ee s s s b r e e e e s 7,605

Modified accrual basis — net change in
governmental fuNd DalaNCE. ... ... s $ 13,879

The above revenue adjustments include net revenue accruals/deferrals, amounts to recognize certain pass-through grants, and amounts to recognize certain
intergovernmental revenues that are not reported for budgetary reporting purposes. Likewise, the above expenditure adjustments include net expenditure accruals,
amounts to recognize certain pass-through grants, and amounts to recognize certain expenditures related to Federal and other grants that are not reported for
budgetary reporting purposes.

- The notes on pages 205 to 207 are an integral part of this schedule. -
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DEBT SERVICE FUNDS
DESCRIPTION
NONMAIJOR FUNDS

Debt service funds account for the accumulation of resources, principally from transfers from
other Funds, for the payment of general long-term debt principal and interest.

Pennsylvania Infrastructure Investment Authority Redemption Fund — to account for the payment of principal and
interest on bonds issued for loans to local water companies for the repair, construction, extension, and improvement of
water supply systems, dams, port facilities, and water control systems. Funding consists of transfers from the General Fund
and the Pennsylvania Infrastructure Investment Authority and investment income.

Capital Debt Fund — to account for the payment of principal and interest related to general obligation bonds issued for
capital projects authorized by Capital Budget Acts. Funding consists of transfers from the General Fund and the Motor
License Fund, facility rental, and investment income.

Growing Greener Bond Sinking Fund — payments for principal and interest for the Growing Greener Bond Fund are made
from this Fund. Funding consists of transfers from the Environmental Stewardship Fund.

Water and Sewer Systems Assistance Bond Sinking Fund — payments to redeem or pay interest on bonds issued for the
Water and Sewer Systems Assistance Fund are made from this Fund. Funding is requested annually by the Governor and
appropriated by the General Assembly.

Water Supply and Wastewater Treatment Sinking Fund — monies in this fund are used to redeem or pay interest on bonds
issued for the Water Supply and Wastewater Treatment Fund. Funding consists of monies appropriated annually by the
General Assembly.

Other — these funds account for the payment of principal and interest on bonds issued for loans to nursing homes and
volunteer fire companies, compensation to Vietnam conflict veterans, finance of various environmental initiatives, and for
water and wastewater infrastructure projects related to economic development. Funding consists of transfers from the
General Fund, Environmental Stewardship Fund, and investment income. This other category is an aggregation of 14
individual debt service funds.

There are a total of 19 individual debt service funds; all are reported as nonmajor funds.
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Commonwealth of Pennsylvania

Combining Balance Sheet-Nonmajor Governmental Funds
Debt Service Funds

June 30, 2018

(Amounts in thousands) I?’ennsylvania Water and Water
Infrastructure Growing Sewer Supply and
Investment Greener Systems Wastewater
Authority Capital Bond Assistance Treatment
Redemption Debt Sinking Bond Sinking Sinking Other Total
ASSETS
Temporary investments......ccccovvevviiiieennnnnens $ 7477 $ 45,010 $ - $ 533 % - $ 146 ¢ 53,166
Receivables (net):
ACCOUNES...cuvieiiiiiiiiii s r e eaaas - 3,222 - - - - 3,222
Investment income.........coovvvviiiiiiiiiinennns 14 72 1 1 - - 88
Due from component units.......c.ccooeeevunnnens 332 - - 9 - - 341
TOTAL ASSETS.....coommrmmmnnssssmnmmnnsanssssssnnnnnnnnssnnns $ 7823 $ 48,304 $ 1 S 543  §$ - $ 146 $ 56,817
LIABILITIES AND FUND BALANCES
Liabilities:
Accounts payable and accrued liabilities........ $ - 3 1 4 - $ - $ - $ - $ 1
Unearned reVeNUE. ........ovvvenvrrnrerniernnneennens - 3,222 - - - - 3,222
TOTAL LIABILITIES.......ccocnmummmmnrnmannnnnns - 3,223 - - - - 3,223
Fund balances:
Committed......cevviiiiiiiiiiiiiee e 7,823 45,081 1 543 - 146 53,594
TOTAL LIABILITIES AND FUND BALANCES.... $ 7,823 $ 48,304 $ 1 $ 543 $ - $ 146 $ 56,817
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Commonwealth of Pennsylvania

Combining Statement of Revenues, Expenditures, and Changes in Fund Balances
Nonmajor Governmental Funds

Debt Service Funds

For the Fiscal Year Ended June 30, 2018

(Amounts in thousands) F’ennsylvania Water and Water
Infrastructure Growing Sewer Supply and
Investment Greener Systems Wastewater
Authority Capital Bond Assistance Treatment
Redemption Debt Sinking Bond Sinking Sinking Other Total
REVENUES:
Intergovernmental..........uvceeiiiiiiiiiniiie e $ - $ 26,954 $ - $ 9 $ - $ - $ 26,963
Investment iNCOME......ccoviiiiiiiiiiii e 97 311 1 1 - - 410
Other i e 13,830 - - - - 1 13,831
TOTAL REVENUES .....coosmmmmmmmmmmssmnmsmsmnsnsnsssssssnnnnnns 13,927 27,265 1 10 - 1 41,204
EXPENDITURES:
Debt service:
Principal retirémMent..........uururrrrrermrerernrnrersrernrnnenennnn. 4,880 692,093 13,267 8,860 5,620 - 724,720
Interest and fiscal charges.........ccovvvvvieeviiiiiiieineeceennnn, 4,276 507,929 8,071 13,399 2,264 - 535,939
TOTAL EXPENDITURES ....ccceeeeeennnnnnnnnnnnnnnnnnnnnnnnes 9,156 1,200,022 21,338 22,259 7,884 - 1,260,659
EXCESS (DEFICIENCY) OF REVENUES
OVER (UNDER) EXPENDITURES .....cccoeersersnsserans 4,771 (1,172,757) (21,337) (22,249) (7,884) 1 (1,219,455)
OTHER FINANCING SOURCES (USES):
BONAS ISSUEM. ... .. - 39,759 858 533 - - 41,150
Refunding bonds issued...........cccevvuieieiiiiieiniiiineeeeeens - 969,530 - - - - 969,530
Premium on debt issuance.........ccovvvviviiviieiniinnnennees - 169,837 - - - - 169,837
TraNSfErS iNu..iiieeeieieeie e e - 1,171,556 20,480 22,259 7,884 - 1,222,179
Payment to refunded bond escrow agent..............cc..... - (1,136,887) - - - - (1,136,887)
NET OTHER FINANCING SOURCES.......cccceemeneeeees - 1,213,795 21,338 22,792 7,884 - 1,265,809
NET CHANGE IN FUND BALANCES..........cccsssmmmmnnns 4,771 41,038 1 543 - 1 46,354
FUND BALANCES, JULY 1, 2017...cccccvrerrmrrersersnsanses 3,052 4,043 - - - 145 7,240
FUND BALANCES, JUNE 30, 2018......cccocrmummmnnnnnsnnns $ 7,823 $ 45,081 $ 1 $ 543 $ - $ 146 $ 53,594




PENNSYLVANIA

Comprehensive Annual Financial Report
For the Fiscal Year Ended June 30, 2018

Capital Projects Funds

N

Commonwealth of Pennsylvania 225 Governor's Office of the Budget
WWw.pa.gov www.budget.pa.gov



CAPITAL PROJECTS FUNDS
DESCRIPTION
NONMAIJOR FUNDS

Capital projects funds account for financial resources to be used for the acquisition or
construction of major capital facilities, including those provided to political subdivisions or
other public organizations.

Capital Facilities Fund — to account for general obligation bond proceeds used to fund capital projects specifically itemized
and authorized by Capital Budget Acts. Projects fall within six broad categories: public improvements, public Improvement-
original furniture and equipment, transportation assistance, redevelopment assistance, flood control and highway projects.
Such projects include those of the primary government and also grants to non-primary government recipients.

Keystone Recreation, Park and Conservation Fund — to account for bond proceeds and a percentage of the state realty
transfer tax. The amounts are used to acquire, improve and expand Commonwealth and community parks, recreation
facilities, historic sites, zoos, public libraries, nature preserves and wildlife habitats and other recreational areas and
facilities.

Growing Greener Bond Fund — to account for the proceeds of bonds issued. The money will be used to finance various
environmental projects such as watershed protection, mine drainage remediation, advanced energy, flood protection and
various capital improvement projects including county environmental initiatives.

Water Supply and Wastewater Treatment Fund — funding for this program is generated from the $250 million bond issue
approved by the electorate in April of 2004. Funds are allocated to the Commonwealth Financing Authority and the
Pennsylvania Infrastructure Investment Authority (PENNVEST) to be used for grants and loans for new and existing water
supply and wastewater system projects in the Commonwealth.

Public Transportation Assistance Fund — This fund was established to help provide for the capital asset maintenance and
certain other transportation needs of the Commonwealth’s transit entities. Act 44 of 2007 revised the purpose of this fund
by transferring programs to the new Public Transportation Trust Fund.

Land and Water Development Fund — to account for the proceeds of bonds issued for pollution remediation; grants to
local governments for sewage treatment facilities; the development of public outdoor recreation areas; and, acquisition
and development of park and recreation lands and related studies to determine such needs. The fund is not displayed
separately as there was no activity in this fund as of June 30, 2018. There remain bonds authorized but not issued for the
fund.

There are a total of six individual capital projects funds; all are reported as nonmajor funds.
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Commonwealth of Pennsylvania

Combining Balance Sheet-Nonmajor Governmental Funds

Capital Project Funds
June 30, 2018

(Amounts in thousands) Keystone Water
Recreation, Growing  Supply and Public
Capital Park and Greener Wastewater Transportation
Facilities Conservation Bond Treatment Assistance Total
ASSETS
Cash..uuecccrir e ———— $ - $ - $ - $ - $ 27 $ 27
Temporary investments.......cccovvvvveeieeerinieeenneeens 1,548,836 40,340 20,379 27,482 9,045 1,646,082
Long-term investments.......ccccceevieiieenienniennnns - 141,774 - - - 141,774
Receivables (net):
TAXES.ciieeeeerrrrrrrrrrrrrrrrsr e a e a e a e e e - - - - 37,438 37,438
Investment iINCOME.......oovvveiiiieri e 2,819 94 37 48 25 3,023
Due from other funds........ccoovvvvvviviniiniieinreennes 639 8,279 - - 9,609 18,527
TOTAL ASSETS...ciccninrmrmmnsrmmsssssssmnsssssssnnsssssnnnns $ 1,552,294 ¢ 190487 ¢ 20,416 $ 27,530 $ 56,144 $ 1,846,871
LIABILITIES AND FUND BALANCES
Liabilities:
Accounts payable and accrued liabilities............ $ 103,588 $ 6,615 $ 9%6 $ 94 $ - $ 111,263
Securities lending obligations.........cc.cccccvviveene. - 1,084 - - - 1,084
Due to other funds..........ccvvveiiiiiiiiiniiii e, 2,513 177 26 - 997 3,713
Due to pension trust funds.........ccoeevvevvenieennnnn. - 18 - - - 18
Due to political subdivisions.......c..cccoeervereennnnnnn. 62,262 1,136 - - 7,671 71,069
Due to other governments...........cceeevivevnenneennnn. - 5 - - - 5
TOTAL LIABILITIES.....cccisrmmmmmnusnmnnsnnsnnnnns 168,363 9,035 992 94 8,668 187,152
Fund balances:
COMMILEEd....civieeeeeererrrrrrrr e 1,383,931 181,452 19,424 27,436 47,476 1,659,719
TOTAL LIABILITIES AND FUND BALANCES...... $ 1,552,294 $ 190487 ¢ 20,416 $ 27,530 ¢ 56,144 $ 1,846,871
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Combining Statement of Revenues, Expenditures, and Changes in Fund Balances
Nonmajor Governmental Funds

Capital Projects Funds

For the Fiscal Year Ended June 30, 2018
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(Amounts in thousands) Keystone Water
Recreation, Growing Supply and Public
Capital Park and Greener WastewaterTransportation
Facilities Conservation Bond Treatment Assistance Total
REVENUES:

TAXES. et ieereerrriees e e e e e e erer e s e e e e e e e aeeeranes $ - $ 94,037 $ - $ - $ 249,102 $ 343,139

Charges for sales and Services..........cccuvvuvunnn. 992 - - - - 992

Investment iNCOMEe.......cooeeveiiiiienie e, 12,665 6,412 56 421 332 19,886

Other i, - - - - 1 1
TOTAL REVENUES ........coccimmmmumrenssnassnans 13,657 100,449 56 421 249,435 364,018

EXPENDITURES:
Current:

Direction and supportive services................... 34,968 257 10 - - 35,235

Protection of persons and property......cc........ - - 341 - - 341

Public education............cceevvvviiiniiireecnniinn, - 15,642 193 - - 15,835

Recreation and cultural enrichment................ - 54,887 241 - - 55,128

Economic development..........cccooeeiiininnnnnnnnes 245,083 - 216 772 - 246,071

Transportation........ccceevveeriiiieenen e 138,648 - - - 225,885 364,533

Capital Outlay.......ccoceere e 290,397 9,901 6,080 - - 306,378

Debt service:

Interest and fiscal charges..........cccoeeieinnnnne 3,812 - 81 - - 3,893
TOTAL EXPENDITURES ......cocccuummmnnnsnnnns 712,908 80,687 7,162 772 225,885 1,027,414
EXCESS/(DEFICIENCY) OF REVENUES
OVER/(UNDER) EXPENDITURES ......... (699,251) 19,762 (7,106) (351) 23,550 (663,396)

OTHER FINANCING SOURCES (USES):

Bonds iSSUEd.......cvviviiiriiiiirrrie e 1,180,708 - 25,142 - - 1,205,850

Refunding bonds issued............ccooviiiiiiinnnnnns 500 - - - - 500

Premium on debt issuance.........ccoovvvvvrennnnnn. 65,922 - 1,404 - - 67,326

Discount on bonds issued............cccevviviiinenn. (1,400) - (30) - - (1,430)

Transfers iNu..o e, 9,558 78 - - - 9,636

Transfers OUt......cuuvveiee e e, (105,366) (10,152) (254) (199) (22,040) (138,011)
NET OTHER FINANCING
SOURCES (USES)...ccurrmmurrmmsrrnssrsnnsrsnnsnss 1,149,922 (10,074) 26,262 (199) (22,040) 1,143,871

NET CHANGE IN FUND BALANCES........... 450,671 9,688 19,156 (550) 1,510 480,475

FUND BALANCES JULY 1, 2017.....ccce0usrees 933,260 171,764 268 27,986 45,966 1,179,244
FUND BALANCES JUNE 30, 2018........cc001:- $ 1383931 $ 181,452 ¢ 19424 ¢ 27,436 $ 47,476 $ 1,659,719
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ENTERPRISE FUNDS
DESCRIPTION
NONMAIJOR FUNDS

Enterprise funds account for operations that are financed and operated in a manner similar to
private business enterprises. Costs of providing goods and services to the general public on a
continuing basis, including depreciation, are financed or recovered primarily through user
charges.

Volunteer Companies Loan Fund — to account for and provide low-interest loans for acquisition and replacement of
volunteer fire, ambulance and rescue company equipment and facilities.

Coal and Clay Mine Subsidence Insurance Fund — to account for and provide insurance coverage to homeowners in mining
areas against damages resulting from mine subsidence.

Pennsylvania Infrastructure Bank Fund (PIB) — to account for and provide low-interest loans to, or enter into leases with,
qualified borrowers to finance the costs of construction and capital transportation projects within Pennsylvania. Acts 165
and 7A of 2004 expanded this program to include financing of rail freight infrastructure. Eligible borrowers include local
governments, transportation authorities, economic development agencies, not-for-profit organizations, and private
corporations. The interest rate on PIB loans is fixed at one-half the prime lending rate with terms up to 10 years.

Rehabilitation Center Fund — to account for the activities of the Hiram G. Andrews Rehabilitation Center (Center) which
offers rehabilitative, educational, vocational, life management, and counseling services, resulting in employment and
independence for persons with disabilities. The Center is funded from fees for services rendered.

Philadelphia Regional Port Authority (PRPA) — The PRPA (a blended component unit) operates a port facility and manages
port-related activities to promote commerce and economic development in southeastern Pennsylvania. The PRPA charges
rental and other fees to port users and obtains funding from the Primary Government. The PRPA also issues revenue bonds
to finance its activities.

Other — to account for enterprise operations including activities associated with low interest loans to manufacturers,
financial and technical assistance to minority business enterprises, and loans and grants provided to attract industrial,
manufacturing or research and development enterprises to the Commonwealth. This other category is an aggregation of
seven individual enterprise funds.

There are a total of 16 individual enterprise funds. The following funds are reported as Major Funds in the basic financial
statements: Unemployment Compensation, State Workers’ Insurance, State Lottery, State Stores, Tuition Payment and
the Commonwealth Financing Authority (a blended component unit).
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Commonwealth of Pennsylvania

Combining Statement of Net Position-Nonmajor Proprietary Funds

Enterprise Funds
June 30, 2018

(Amounts in thousands) Coal and Philadelphia
Volunteer Clay Mine PA Regional
Companies Subsidence Infrastructure Rehabilitation Port
Loan Insurance Bank Center Authority Other Total
ASSETS
Current assets:
CASH ittt $ 195 $ 276 $ 530 $ 87 $ 34,816 $ 33 ¢ 35937
Cash with fiscal agents.........ccvvvvevriiriirnneee e - - - 1 - - 1
Temporary iINVEStMENES.......ccvvvrrrmmmrmmmmmmmrminniii. 25,711 20,819 17,717 7,986 3,711 18,771 94,715
Receivables (net):
Accounts - - - 25 - 9 34
Investment income 45 36 32 16 - 34 163
Interest on loans 108 - 566 - - 21 695
Loans.......ccuenn. 11,725 - 13,286 - - 600 25,611
Lease rental... - - - - 997 - 997
Other ....cccvvvveeiiins - - - - 3 - 3
Due from other funds ........cccooeiiiiiiiiinnieees - - - - 2,127 16 2,143
Due from Federal government.........cccccvvereercinenernennns - - - 1 - 1 2
Due from other governments - - - - 59 - 59
INVENTONY...ueei e s - - - - - 4 4
Prepaid eXpenses..........coviiiiiniinin i - - - - 570 - 570
Other assets.............. - - - - 513 - 513
Total current assets 37,784 21,131 32,131 8,116 42,796 19,489 161,447
Noncurrent assets:
Restricted cash.........cccueeiiiiiiiie e - - - - 4,549 - 4,549
Long-term investments ........cccccevvviiinninnnnnsnse s 35,057 117,887 43,475 - - - 196,419
Receivables:
LONS. . etiiiiriie it 58,077 - 61,798 - - 3,046 122,921
Non-depreciable capital assets:
Land...oooeeeeiiree e - - - - 220,523 - 220,523
Construction iN Progress........cceeeeereeinnineeeeesssssinnenes - - - - 55,090 - 55,090
Depreciable or amortizable capital assets:
Land improvements.........cccovieiineeenn s - - - - 81,705 - 81,705
Buildings and building improvements.............cccuee... - - - 34,135 385,640 - 419,775
Machinery and equipment........cccccvininieinnnnniinen. - 146 - 3,475 40,231 1,820 45,672
Less: accumulated depreciation and amortization... - (87) - (28,176) (235,342) (1,773) (265,378)
Net depreciable or amortizable capital assets.............. - 59 - 9,434 272,234 47 281,774
Other @SSEtS....uuuurrrrrrrrrrrrnrrrrrrrrnrnrrrrrrrrrenr—————. - - - - 5,588 - 5,588
Total noncurrent assets ........ueueveeereuemrmnee.. 93,134 117,946 105,273 9,434 557,984 3,093 886,864
TOTAL ASSETS........cccccnnnnnnnnnnnnns 130,918 139,077 137,404 17,550 600,780 22,582 1,048,311
DEFERRED OUTFLOWS OF RESOURCES
TOTAL DEFERRED OUTFLOWS OF RESOURCES.. - 729 - 4,830 3,183 487 9,229




Commonwealth of Pennsylvania

Combining Statement of Net Position-Nonmajor Proprietary Funds
Enterprise Funds

June 30, 2018

% § (Amounts in thousands) Coal and Philadelphia
5 3 Volunteer Clay Mine PA Regional
g S Companies Subsidence Infrastructure Rehabilitation Port
e § Loan Insurance Bank Center Authority Other Total
= LIABILITIES
=} Current liabilities:
p Accounts payable and accrued liabilities.............ccueees 200 213 103 1,322 7,361 665 9,864
3 Securities lending obligations.........ccccceeveivrineneeeennnnns 268 902 332 - - - 1,502
g Due to other funds.................. - 27 - 68 1 117 213
S Due to pension trust funds......... - 8 - 61 25 7 101
2 Due to component units.......... - 23 - - - - 23
Due to political subdivisions........cccceveeicvreeeenisssienenn. - - - 28 - - 28
Due to other governments.........ccccovviiiiniieniiinennn, - 2 - 15 944 1 962
Interest payable...........c.e.... - - - - 214 - 214
Unearned revenue..... 73 2,793 37 - 623 - 3,526
Revenue bonds payable. - - - - 4,260 - 4,260
Self insurance liabilities.........ccccciiiinieeinniieeeeee - 22 - 133 56 20 231
Compensated abSenCes.......cuvviierivinreeessinsirrreeeesennnns - 84 - 226 154 41 505
Other postemployment benefit liability. - 86 - 668 266 56 1,076
Other liabilitieS........ccovvrereri s - - - - 189 - 189
Total current iabilities..........ovvvrvereeerererererereesesesens 541 4,160 472 2,521 14,093 907 22,694
Non-current liabilities:
N Insurance loss liability... - 496 - - - - 496
@ Revenue bond payable..... - - - - 8,998 - 8,998
Compensated absences..........cocevviivieiiiiinnnieencsnen, - 359 - 965 659 173 2,156
Self insurance liabilities...........ccccev v - 141 - 837 349 126 1,453
Other postemployment benefit liability. - 5,595 - 43,608 12,279 3,681 65,163
Net pension liability - 3,624 - 24,380 10,094 2,480 40,578
Other liabilities.........ccevveeeeee - - - - 1,898 - 1,898
Total non-current liabilities........cceevveeveeeeereeeeeeeeennnnn - 10,215 - 69,790 34,277 6,460 120,742
TOTAL LIABILITIES....cocssruerssersssssesssassessssassenes 541 14,375 472 72,311 48,370 7,367 143,436
DEFERRED INFLOWS OF RESOURCES
TOTAL DEFERRED INFLOWS OF RESOURCES... - 813 - 6,020 5,258 541 12,632
O NET POSITION
% Net investment in capital @ssets.....ccccvvevvvrreereiiininnns - 59 - 9,434 538,230 47 547,770
3 Restricted for:
g_ TranspOrtation.......ceveeeeeerereeererereeeeeeeeeeeeeeereeererereeens - - 136,932 - - - 136,932
s 0O Capital projects.. - - - - 182 - 182
é % DEDL SEIVICE. .. vrrreeeeeeriirrrre e e e esirrre e e s e e srnrre e e e e ennnnes - - - - 4,224 - 4,224
o @ Economic development..........cccoeviiieniniiniiineeennne - - - - 7,699 5,796 13,495
é ?: Emergency support 130,377 - - - - - 130,377
e a3 Other purposes - 124,559 - - - 9,318 133,877
S Unrestricted.......oovevereeruennns - - - (65,385) - - (65,385)
c'8 % TOTAL NET POSITION..... $130,377 ¢ 124618 §$ 136,932 $ (55,951) $ 550,335 ¢ 15,161 901,472
< =
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Commonwealth of Pennsylvania

Combining Statement of Revenues, Expenses, and Changes in Net Position-Nonmajor Proprietary Funds

Enterprise Funds
For the Fiscal Year Ended June 30, 2018

(Amounts in thousands) Coal and Phﬁadelphia
Volunteer Clay Mine PA Regional
Companies Subsidence Infrastructure Rehabilitation Port
Loan Insurance Bank Center Authority Other Total
OPERATING REVENUES:
Sales aNd SEIVICES.....iiiiirirrrirrr i $ - $ 6,148 $ 25 3 - $ 15,997 ¢ 3476 $ 25,646
Interest 0N [0aNS.......cevvveeeeeeieeiereeereerrerrerrre. 1,444 - 1,361 - - 103 2,908
Other ... - - - - 648 30 678
OPERATING REVENUES BEFORE PROVISION
FOR UNCOLLECTIBLE ACCOUNTS....ccccumssssrnnnnnns 1,444 6,148 1,386 - 16,645 3,609 29,232
Provision for uncollectible accounts..........cccvvvevvereenenennns (56) - 340 - - (100) 184
NET OPERATING REVENUES........ctumememssssssnnnnnnas 1,388 6,148 1,726 - 16,645 3,509 29,416
OPERATING EXPENSES:
Cost of sales and SErVICES......c.cuvierrermrerreeereeranneeeeaeeenns 260 4,668 7 9,441 9,682 4,167 28,225
Depreciation... ..o veeeviiini e - 10 966 20,665 7 21,648
Other ... - - - - 4,568 - 4,568
TOTAL OPERATING EXPENSES .....cctmemeussssssnnnnnans 260 4,678 7 10,407 34,915 4,174 54,441
OPERATING INCOME (LOSS)...cctmmmmmmnssssnnnnnnnnnnnns 1,128 1,470 1,719 (10,407) (18,270) (665) (25,025)
NONOPERATING REVENUES (EXPENSES):
Investment iINCOME.....cciiiiiiiiiiie e 1,773 5,050 2,037 197 73 289 9,419
Grants and other revenues..........cccceveveeeeeeeeeeeeeeeneneeeenn: 12 1 - 1,151 - 115 1,279
Other eXpenses.........cccvv v - - - - (1,508) - (1,508)
TOTAL NONOPERATING REVENUES (EXPENSES) 1,785 5,051 2,037 1,348 (1,435) 404 9,190
INCOME (LOSS) BEFORE TRANSFERS......cttreeeenns 2,913 6,521 3,756 (9,059) (19,705) (261) (15,835)
TRANSFERS:
TranSfers iN..cceicie e, - - - - 91,628 - 91,628
TranSFErS OUL....uuuuuuuiiiiriiiiirsrr i e s e er s s - - (7,500) (2,000) - - (9,500)
TRANSFERS, NET....ccccunsmmmmmmmmssssssnnnnnssssssssssnnnnnnnns - - (7,500) (2,000) 91,628 - 82,128
CHANGE IN NET POSITION....ccccmeeusssesnnnnsnnsssnnnns 2,913 6,521 (3,744) (11,059) 71,923 (261) 66,293
TOTAL NET POSITION, JULY 1, 2017 (restated)... 127,464 118,097 140,676 (44,892) 478,412 15,422 835,179
TOTAL NET POSITION, JUNE 30, 2018.....cccccummuune $ 130,377 $ 124,618 $ 136,932 $ (55,951) $ 550,335 $ 15,161 $ 901,472
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Commonwealth of Pennsylvania

Combining Statement of Cash Flows-Nonmajor Proprietary Funds
Enterprise Funds

For the Fiscal Year Ended June 30, 2018

(Amounts in thousands) Coal and Fhiladelphia
Volunteer Clay Mine PA Regional
Companies Subsidence Infrastructure Rehabilitation Port
Loan Insurance Bank Center Authority Other Total

CASH FLOWS FROM OPERATING ACTIVITIES:

Receipts from customers $ - $ - $ - $ 75 $ 15,233 $ 3468 $ 18,776

Receipts from borrowers for fees and loan repayments. 13,734 - 14,905 - - 478 29,117

Receipt of premiums........ccccevvveviiienninensinennns . - 6,252 - - - - 6,252

Payments to borrowers (10,552) - (9,243) - - (1,063) (20,858)

Payments for vendors, employees and other costs... (260) (4,236) 7 (5,029) (11,073) (3,825) (24,430)

[0 3T ol =3P P TR - - - - - 29 29
NET CASH PROVIDED BY (USED FOR) OPERATING ACTIVITIES. 2,922 2,016 5,655 (4,954) 4,160 (913) 8,886
CASH FLOWS FROM NON-CAPITAL FINANCING ACTIVITIES:

Transfers out - - (7,500) (2,000) - - (9,500)

Grants and other revenues.. 12 1 - 1,192 - 115 1,320

Other payments for non-capital financing uses, - - - - (4,320) - (4,320)
NET CASH PROVIDED BY (USED FOR) NON-CAPITAL FINANCING ACTIVITIES 12 1 (7,500) (808) (4,320) 115 (12,500)
CASH FLOWS FROM CAPITAL AND RELATED

FINANCING ACTIVITIES:

Acquisition and construction of capital @SSELS.........cuvvurieiiiniinin - - - (277) (75,796) (35) (76,108)

Principal payments on other capital debt. - - - - (3,870) - (3,870)

Interest payments on other capital debt.. - - - - (739) - (739)

Transfers in - - - - 95,985 - 95,985

Other receipts for capital and related financing activities. - - - - 4,606 - 4,606

Other payments for capital and related financing uses. - - - - (199) - (199)
NET CASH PROVIDED BY (USED FOR) CAPITAL AND RELATED FINANCING ACTIVITIES....... = - - (277) 19,987 (35) 19,675
CASH FLOWS FROM INVESTING ACTIVITIES:

Purchase of investments. (12,364) (8,125) (13,894) (17,762) (9,297) (4,645) (66,087)

Sales and maturities of investments 8,418 3,170 14,954 23,605 7,151 5,128 62,426

TNVESEMENT INCOME. ... eiiiiie et reie e e e e s e e e s s s ssb b e e e e s s s aab s ee e e s s s e arae e e e s s s nrnenaesssnnanessssnnnnnns 1,174 3,101 1,311 194 73 273 6,126
NET CASH PROVIDED BY (USED FOR) INVESTING ACTIVITIES (2,772) (1,854) 2,371 6,037 (2,073) 756 2,465
NET INCREASE (DECREASE) IN CASH 162 163 526 2) 17,754 (77) 18,526
CASH AT JULY 1, 2017 33 113 4 90 21,611 110 21,961
CASH AT JUNE 30, 2018 (including $4,549 included in restricted assets)..........uucsmmmnnnisssnnnnn $ 195 $ 276§ 530 $ 88 $ 39,365 $ 33 §$ 40,487
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Commonwealth of Pennsylvania

Combining Statement of Cash Flows-Nonmajor Proprietary Funds
Enterprise Funds

For the Fiscal Year Ended June 30, 2018

(Amounts in thousands) Coal and Fhiladelphia
Volunteer Clay Mine PA Regional
Companies Subsidence Infrastructure Rehabilitation Port
Loan Insurance Bank Center Authority Other Total

RECONCILIATION OF OPERATING INCOME (LOSS) TO NET

CASH PROVIDED BY (USED FOR) OPERATING ACTIVITIES
[0 o=l g o T aTolo T TS ([0 FSL) TN $ 1,128 ¢ 1,470 $ 1,719 § (10,407) $ (18,270) $ (665) $ (25,025)
Depreciation and amortization of capital assets. - 10 - 966 20,665 7 21,648
Amortization of other assets - - - - 4,569 - 4,569
Provision for uncollectible accounts. 56 - (340) - - 100 (184)

Effect of changes in assets, liabilities, deferred outflows and deferred inflows:
Accounts receivable 221 - 770 75 - 9 1,075
Interest on loans receivable. 1 - (19) - - (21) (39)
Loans receivable.... 1,932 - 4,919 - - (683) 6,168
Lease rental receivable. - - - - (414) - (414)
Due from other funds. - - - 3,907 - 2) 3,905
Due from other governments. - - - - 37 - 37
Prepaid expenses.........ccveeunes - - - - 9) - 9)
Other current and noncurrent assets.... - - - - (19) - (19)
Deferred outflows........cccocveeeiveerinnns - 313 - 2,580 1,363 257 4,513
Accounts payable and accrued liabilities. (420) 75 (1,388) (677) (284) 251 (2,443)
Due to other funds. - 13 - (228) - 51 (164)
Due to pension trust funds.. - 2 - (53) - - (51)
Due to component units - (25) - - - - (25)
Due to other governments... - 1 - - - - 1
Unearned revenue........ 4 104 (6) - - - 102
Self insurance liabilities. - 39 - 74 (227) (63) (177)
Compensated absences - 35 - (214) - 21 (158)
Insurance loss liability...... - 6 - - - - 6
Other postemployment benefit liability - (468) - (3,655) (735) (309) (5,167)
Net pension liability..........ccceeeriuennes - (213) - (2,237) (6,019) (292) (8,761)
Other current and noncurrent liabilities. - - - - (551) - (551)
Deferred inflows. - 654 - 4,915 4,054 426 10,049

Total Adjustments 1,794 546 3,936 5,453 22,430 (248) 33,911

NET CASH PROVIDED BY (USED FOR) OPERATING ACTIVITIES. $ 2922 3 2,016 $ 5655 $ (4,954) $ 4,160 $ (913) $ 8,886

NONCASH INVESTING, CAPITAL AND FINANCING ACTIVITIES:
Increase in fair value of investments during the fiscal year.........cccovvvvriiiniiiiinie e $ 573 $ 1,926 $ 710 $ - $ - $ - $ 3,209
Decrease in investments from changes in securities lending obligations (911) (3,065) (1,131) - - - (5,107)
Increase in investment income receivable... 26 20 15 4 - 16 81
Disposals of capital assets - - - (8) (3,695) - (3,703)
Amortization of bond premium/discount (net) . - - - - (195) - (195)
Internal activity elimination for capital financing activities . - - - - (4,541) - (4,541)

There were no other material investing, capital or financing activities that did not result in cash receipts or cash payments during the fiscal year.
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INTERNAL SERVICE FUNDS
DESCRIPTION

Internal service funds account for the financing of goods or services provided by one
department or agency to other departments or agencies of the Commonwealth, or to other
governmental units, on a cost-reimbursement basis.

Purchasing Fund — to account for the purchase of materials, supplies, motor vehicles, and other equipment by the
Department of General Services for the sale or lease to other Commonwealth departments, boards or commissions. This
fund is also used to account for all Commonwealth telecommunication activities, which are accounted for by the Governor’s
Executive Offices. Revenue is derived from reimbursements from Commonwealth agencies that use Fund services or
products.

Manufacturing Fund — to account for the manufacture and sale of goods and services by inmates in the correctional
institutions to the Department of Corrections, other government agencies, and government-aided organizations.

There are a total of two individual internal service funds.
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Commonwealth of Pennsylvania

Combining Statement of Net Position-Nonmajor Proprietary Funds
Internal Service Funds

June 30, 2018

(Amounts in thousands) Purchasing Manufacturing Total
ASSETS
Current assets:
(0= o PP $ 863 $ 526 $ 1,389
Temporary investments.........coevvvvinnnnieereennnn e 15,558 15,188 30,746
Receivables (net):
ACCOUNES....iiieeiiiie e 39 351 390
Investment income 21 24 45
Due from other funds........ccceeviiiriiiiiiinreeici e 37,315 5,637 42,952
Due from pension trust funds 838 3,404 4,242
Due from component Units...........ccceevveeveeiieieienenenennn, 14 3 17
Due from political subdivisSions...........cccceeviiiiiiiiinnnnnn, - 31 31
INVENEOIY .. i 52 14,480 14,532
Total current assets.......oceuiviiiiiiiiiii e 54,700 39,644 94,344
Noncurrent assets:
Long-term investments ..........ocoouviiiiiiii i - 22,789 22,789
Depreciable capital assets:
Land improvements..........uuuuuerereimimimisisisiis. 192 - 192
Buildings and building improvements - 6,254 6,254
Machinery and equipment.............ccceviiiiiiiiiiiieneennn, 74,066 38,216 112,282
Less: accumulated depreciation..........ccevvveeeveeeeennns (49,004) (24,994) (73,998)
Net depreciable capital assets............ccceevvviieiieerennnn. 25,254 19,476 44,730
Total noncurrent assets.......coovvvvevvriiiireeeeiiineeieneens 25,254 42,265 67,519
TOTAL ASSETS....ccootmmmmmmmmmmssmmnnsssmmnssssnnnssssnnnnans 79,954 81,909 161,863
DEFERRED OUTFLOWS OF RESOURCES
TOTAL DEFERRED OUTFLOWS OF RESOURCES 3,243 6,485 9,728
LIABILITIES
Current liabilities:
Accounts payable and accrued liabilities..................... 51,086 5,196 56,282
Securities lending obligations - 174 174
Due to other funds.......cccuuiiviiiiiiiiiiii e 4,311 354 4,665
Due to pension trust funds 78 163 241
Due to component Units.......c..ecveviiiiiveininnncereennn 3 - 3
Due to political subdivisions.............ccevviriiiiiiiiinininnnns 3 3 6
Due to other governments.........ccooevevvveieiniereeeinniinnnns 17 37 54
Capital lease/installment purchase obligations............ 883 - 883
Self insurance liabilities...........cccvvvvrereiireenennnnineneeeeenns 114 444 558
Compensated abSenCes.........uuuvevererermmmmmmmmmimnninininin. 165 392 557
Other postemployment benefit liability...........cccvvveeees 457 654 1,111
Total current liabilities...........coevvvuiiiiiiiriiiie e, 57,117 7,417 64,534
Non-current liabilities:
Installment purchase.........cccccvvvvieieieieieieieeeieeeeeeeeenens 2,165 - 2,165
Compensated absences 703 1,672 2,375
Self insurance liabilities 718 2,790 3,508
Other postemployment benefit liability 29,806 42,681 72,487
Net pension liability.........ccoeeriiiiiiiiiiiininnn. 15,940 35,942 51,882
Total non-current liabilities...........cevveieiiieriiniiniinnnns 49,332 83,085 132,417
TOTAL LIABILITIES........ccosmmmemsssmnnnssssnnssssnnnsnns 106,449 90,502 196,951
DEFERRED INFLOWS OF RESOURCES
TOTAL DEFERRED INFLOWS OF RESOURCES... 4,057 6,857 10,914
NET POSITION
Net investment in capital @ssets.........cccceeveviiiiiiinnnnn, 22,206 19,476 41,682
unrestricted.......oeei (49,515) (28,441) (77,956)
TOTAL NET POSITION....ccciurmmmmmmmmnmsssnmnnsssnnnnnnns $  (27,309) $ (8,965) $ (36,274)
Commonwealth of Pennsylvania 241 Governor's Office of the Budget
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Commonwealth of Pennsylvania

Combining Statement of Revenues, Expenses, and Changes in

Net Position-Nonmajor Proprietary Funds
Internal Service Funds
For the Fiscal Year Ended June 30, 2018

(Amounts in thousands)

OPERATING REVENUES:

OPERATING EXPENSES:

Cost of sales and SEIVICES. ......viieriiieriiiiriirr e e e eens
DepreCiation......coiueeiieriis i s
TOTAL OPERATING EXPENSES .......coonirmummsnnnssnnssnsssnnsnns

OPERATING GAIN (LOSS)...ccmmsurrssesessssssssssssssssssssssasssnns

NONOPERATING REVENUES (EXPENSES):

Investment iNCOME........oiiieiiiiii i
(INterest EXPENSE).....ciivireruiiirerrrnr e e
Other EXPENSES.......ccveeiiieeeii e e
TOTAL NONOPERATING REVENUES (EXPENSES), NET....
CHANGE IN NET POSITION.........cccommummmmnmmnmninnnnsnnnsssnnnnnss
TOTAL NET POSITION, JULY 1, 2017 (restated)................

TOTAL NET POSITION, JUNE 30, 2018..........cccsemmemmnusinnnnnns

Commonwealth of Pennsylvania 242

Www.pa.gov

Purchasing Manufacturing Total
$ 17,518 $ 80,688 $ 98,206
615 - 615
18,133 80,688 98,821
6,956 81,077 88,033
10,912 1,717 12,629
17,868 82,794 100,662
265 (2,106) (1,841)
130 1,229 1,359
(89) - (89)
(211) - (211)
(170) 1,229 1,059
95 (877) (782)
(27,404) (8,088) (35,492)
$ (27,309) $ (8,965) $ (36,274)
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Commonwealth of Pennsylvania

Combining Statement of Cash Flows-Nonmajor Proprietary Funds
Internal Service Funds

For the Fiscal Year Ended June 30, 2018

(Amounts in thousands) Eurchasing_ Manufacturing Total
CASH FLOWS FROM OPERATING ACTIVITIES:
ReCEIPLS frOmM CUSLOMENS. ....uueieriirrrirre e iis e e e s s e e s e e e e e e e s e e e s s s sssssssnnnnrrnnnees $ (4,059) $ 77,469 $ 73,410
Payments for vendors, employees and other COStS........ccuvivirieeriniiieeeeniiereeeeserneeeens 14,244 (75,675) (61,431)
(010 g 1= =T o] PR 615 - 615
NET CASH PROVIDED BY OPERATING ACTIVITIES.......cccormemummmnmsunnnnnnnnnes 10,800 1,794 12,594

CASH FLOWS FROM CAPITAL AND RELATED FINANCING ACTIVITIES:

Acquisition and construction of capital assets (13,636) (2,166) (15,802)
Proceeds from disposal of capital @SSets..........ccovveevvrrrerrrieieeeee e 3,723 - 3,723
Capital lease/installment purchase payments.........ccccuvieeeiniiniininn i 1,415 - 1,415
NET CASH USED FOR CAPITAL AND RELATED FINANCING ACTIVITIES... (8,498) (2,166) (10,664)
CASH FLOWS FROM INVESTING ACTIVITIES:
Purchase of INVESIMENLS........civiiiiiiiii i e (256,755) (58,030) (314,785)
Sales and maturities of INVESTMENES.......ccvvviiiiii i 250,759 57,526 308,285
TNVESEMENT INCOME.....eiiiii et e e e s e e e s e e e e e e e e e e eannnanas 117 847 964
NET CASH PROVIDED BY (USED FOR) INVESTING ACTIVITIES..........ss12s (5,879) 343 (5,536)
NET DECREASE IN CASH.....cccommmmsmmmsmsnmmnsssmmssssssssssssnssssssssssnssssssnsssssansssnsnnssnnnns (3,577) (29) (3,606)
CASH AT JULY 1, 2017.ccucmeerucsesessssesessssesesssssssasssssssenssssssssssssssssssasssnsssssssssssenes 4,440 555 4,995
CASH AT JUNE 30, 2018.....ccmeuircrererscssssssmssssssssesssssasssssssssssssssssssssssssssssnsssnsnssans $ 863 $ 526 $ 1,389
RECONCILIATION OF OPERATING INCOME TO NET
CASH PROVIDED BY OPERATING ACTIVITIES
OPEratiNg GaIN..eiiieiiiseieeisieeirrrrrr e e e e e s s e e s e e e e aaaesesee e e s an i nr e rreeeaas $ 265 $ (2,106) $ (1,841)
Depreciation and amortization of capital @SSets............ovvvvvvivcivrriirrrie s 10,912 1,717 12,629
(04 T g T | [0 =T o (3,723) - (3,723)
Effect of changes in assets, liabilities, deferred outflows and deferred inflows:
ACCOUNES FECEIVADIE. .....ciiiiiiiiiie it e nrees (10) 24 14
(DTN o] 00 T3 13 g 0] Vo [ (18,088) (3,523) (21,611)
Due from pension trust fUNS..........cooireiiniiiiiie i 186 284 470
Due from COMPONENE UNIES......uuurrrrreererrerrreeeeessesssrissrreseerrreereeeeeeesseesessasssnnssssssnnnees 58 3 61
Due from political SUDIVISIONS.........cociiiiiiiiiiiiiiie i - 7 7
g 1V7<T 3o oY (11) 1,808 1,797
Deferred outflows 1,712 3,665 5,377
Accounts payable and accrued liabiliti€s..........uuurereeeeeeerriieiiicrcrrrrrrre e 18,865 1,315 20,180
DUE t0 Other fUNAS......uuveriiiiiiiiriiiii s re e e e e e s 1,601 17 1,618
DUE tO PENSION LrUSE fUNAS...veeeeeiierrreeerisinrereesesirereesssnrreeesssarrreesssssesesssessnseeesssnnnnns 3 (150) (147)
Due t0 COMPONENT UNIES...ceiiiiiiiiiiiiiiiiee s rre e (1) - (1)
Due to political SUDAIVISIONS..........cceuuiiiiiiiiiiee e e eeee 1 3 4
Due to other GQOVEIrNMENTS. ........uviiiiiiriee e e e ©)) - ©))
Self insurance liabilities (81) 65 (16)
Compensated absences 49 95 144
Other postemployment benefit lability........cccvvreeiiiiireeeiiiriere e erreree e (2,498) (3,577) (6,075)
Net pension liability (1,759) (3,077) (4,836)
Deferred inflows.......ccccvvveeeeeeeeeeeeeeeeeeiieee 3,323 5,238 8,561
Total Adjustments 10,535 3,900 14,435
NET CASH PROVIDED BY OPERATING ACTIVITIES......ccoerersresessssesesessesens $ 10,800 $ 1,794 $ 12,594
NONCASH INVESTING, CAPITAL AND FINANCING ACTIVITIES:
Increase in fair value of investments during the fiscal year........cccccceveeeiiieiiiiiinnnnn, $ - $ 373 $ 373
Decrease in investments from changes in securities lending obligations.................. - (593) (593)
Increase in investment incOme receivable........uuviiiiiiiiicccccrrrrr e 13 9 22
Capital assets acquired through installment purchases..........ccccvviiviiniiiiiieen e 1,415 - 1,415
Disposals of capital @SSEtS.........iiiuririiiiiiiiir i (7,195) (98) (7,293)

There were no other material investing, capital or financing activities that did not result in cash receipts or cash payments during the
fiscal year.
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PENSION (AND OTHER EMPLOYEE BENEFIT) TRUST FUNDS
DESCRIPTION

Pension (and other employee benefit) trust funds account for assets that are required to be held in
trust for the members and beneficiaries of pension plans and other postemployment benefit plans
and are held by the Commonwealth in a trustee capacity.

PENSION TRUST FUNDS

State Employees’ Retirement System (SERS) — a component unit organization reported as a pension trust fund that
administers and provides retirement, disability, and death benefits to members of the SERS and their beneficiaries.

Deferred Compensation Fund — a pension trust fund administered by the SERS that collects and administers amounts
contributed by Commonwealth employees who defer a portion of their income until future years, in accordance with
Internal Revenue Code Section 457.

Public School Employees’ Retirement System (PSERS) — a component unit organization that administers and provides
pension benefits to public school employees in Pennsylvania.

Public School Employees’ Retirement System Defined Contribution Fund — a component unit organization established by
Act 5 of 2017 and administered by the PSERS to provide defined contribution retirement benefits to new public school
employees effective July 1, 2019.

OTHER EMPLOYEE BENEFIT TRUST FUNDS

Public School Employees’ Retirement System-Postemployment Healthcare — a component unit organization reported as
an employee benefit trust fund that administers and provides healthcare, disability, and death benefits to members and
their beneficiaries.

Other Postemployment Benefits (REHP) — an employee benefit trust fund that holds and invests amounts contributed by
the Commonwealth of Pennsylvania for the sole purpose of providing postemployment healthcare benefits to retired
employees.

Other Postemployment Benefits (RPSPP) — an employee benefit trust fund that holds and invests amounts contributed by
the Commonwealth of Pennsylvania for the sole purpose of providing postemployment healthcare benefits to retired
Pennsylvania State Police.

Commonwealth of Pennsylvania 246 Governor's Office of the Budget
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Commonwealth of Pennsylvania

Combining Statement of Fiduciary Net Position
Pension (and Other Employee Benefit) Trust Funds
June 30, 2018

(Amounts in thousands) Pension (and Other Employee Benefit) Trust
Other Postemployment Benefits
State Employees' Public School Employees' Retired Retired
Retirement Deferred Retirement System Employees Pennsylvania
System Compensation Defined Postemployment Health State Police
(December 31, 2017) (December 31, 2017) Pension Contribution Healthcare Program Program Total
ASSETS
[0 3 TSP PP PUP PRSPPI $ - $ 5662 $ 253,614 $ - $ - $ - $ - $ 259,276
Temporary investments.. . - 66,450 - - - 21,077 6,057 93,584
Long-term investments..........ccoovviiiiiiiiiiiiiiiiieeeeeeeeeeeees - 113,542 - - - 359,109 103,187 575,838
Short-term funds........ 1,402,365 66,815 5,584,103 6,735 182,798 - - 7,242,816
Corporate obligations.. 896,679 169,246 1,985,513 - - - - 3,051,438
Collective trust funds... 307,545 374,316 14,011,193 - - - - 14,693,054
Real estate........... . 2,204,129 - 5,039,237 - - - - 7,243,366
Alternative........oovuvveeennnn, . 5,090,262 - 12,609,975 - - - - 17,700,237
Securities lending collateral...........ccccuveeeriiiiiiineeneienns 391,449 21,518 2,980,119 - - - - 3,393,086
Asset-backed SECUMLIES..........ccevviiiiiiiiiiiiieeiceeeeeaaa s 757,763 91,287 1,031,274 - - - - 1,880,324
Domestic equities........ . 14,939,126 1,651,838 7,159,479 - - - - 23,750,443
International equities...........cevve. 1,471,433 210,204 5,673,188 - - - - 7,354,825
International private debt securities - 10,127 - - - - - 10,127
International public debt securities.. 258,701 - 353,011 - - - - 611,712
Mortgage-backed securities......... . - 218,525 812,447 - - - - 1,030,972
Private placements...........ccccci i, 451,270 5,622 - - - - - 456,892
Repurchase agreements.... . - - - - 146,404 - - 146,404
U.S. Treasury obligations............ . 1,855,214 448,749 1,053,358 - - - - 3,357,321
U.S. government agency debt securities............oeeuvnees 66,718 59,708 - - - - - 126,426
Receivables (net):
INvestMent INCOME.......ccuerrieeeeeecirrre e e e 60,381 97 192,262 53 281 - - 253,074
Interest on notes and 10ans.........ccoeevvriinnnninssssssssnnns - - - - - 786 226 1,012
Pension contributions.........ccceeiiiiiiiiiiieeiee e - 5,325 1,548,185 - 34,359 - - 1,587,869
Investment sale proceeds . 292,823 - 362,317 - - - - 655,140
Other..ciioecceeeee e, . 1,956 150 199 - 29,864 - - 32,169
Due from other funds.............. 11,571 - 6,659 - 173 - - 18,403
Due from pension trust funds... . 2,983 - 762 - - - - 3,745
Due from component units....... . 97,786 - - - - - - 97,786
Due from political SUbdIVISIONS..........cccvvviieeiiiiiiiiieiennnns 45,185 - - - - - - 45,185
Due from other governments..........cvvvvvveeieeeeeeeeeeeeenennns - - - - 32,073 - - 32,073
Depreciable or amortizable capital assets:
Machinery and equIpMeNt..........eevveeeeermererrrrrmmmmmmnnnnee - - 12,984 - - - - 12,984
Intangible assets. ..., - - 42,286 - - - - 42,286
Less: accumulated depreciation and amortization....... - - (31,840) - - - - (31,840)
Net depreciable or amortizable capital assets................ - - 23,430 - - - - 23,430
TOTAL ASSETS 30,605,339 3,519,181 60,680,325 6,788 425,952 380,972 109,470 95,728,027
DEFERRED OUTFLOWS OF RESOURCES
TOTAL DEFERRED OUTFLOWS OF RESOURCES.... - - 14,345 - - - - 14,345
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Commonwealth of Pennsylvania

Combining Statement of Fiduciary Net Position
Pension (and Other Employee Benefit) Trust Funds
June 30, 2018

(Amounts in thousands) Pension (and Other Employee Benefit) Trust
Other Postemployment Benefits
State Employees' Public School Employees' Retired Retired
Retirement Deferred Retirement System Employees Pennsylvania
System Compensation Defined Postemployment Health State Police
(December 31, 2017) (December 31, 2017) Pension Contribution Healthcare Program Program Total
LIABILITIES
Liabilities:
Accounts payable and accrued liabilities...........ccceeernnnn 47,669 2,108 81,064 29 2,854 26,047 7,056 166,827
Investment purchases payable. 761,179 - 537,857 - 4,041 - - 1,303,077
Securities lending obligations.... . 391,449 21,518 2,980,119 - - 21,077 6,057 3,420,220
Due to other funds............... . - 14 499 - - - - 513
Due to pension trust funds..........ccooviriiiiiinnnnnsnsinsnnns - 211 1,249 - - - - 1,460
Other postemployment benefit liability... - - 76,300 - - - - 76,300
Net pension liability..........ceeerreeeennns . - - 60,166 - - - - 60,166
Other abilities. .. ..cceevieereieiee e - - 582,430 - 60,803 - - 643,233
TOTAL LIABILITIES 1,200,297 23,851 4,319,684 29 67,698 47,124 13,113 5,671,796
DEFERRED INFLOWS OF RESOURCES
TOTAL DEFERRED INFLOWS OF RESOURCES....... - - 11,272 - - - - 11,272
NET POSITION
Restricted and held in trust for:
PeNnSion DENEFItS.....cuuiieeiiirrieieee s e e e s e 29,405,042 - 56,363,714 6,759 - - - 85,775,515
Postemployment healthcare benefits. . - - - - 358,254 333,848 96,357 788,459
Employee salary deferrals..........ccooeviiiveeniinniiinenenenn. - 3,495,330 - - - - - 3,495,330
TOTAL NET POSITION $ 29,405,042 $ 3495330 $ 56,363,714 $ 6,759 $ 358,254  $ 333,848 $ 96,357 $ 90,059,304
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Commonwealth of Pennsylvania

Combining Statement of Changes in Fiduciary Net Position
Pension (and Other Employee Benefit) Trust Funds

For the Fiscal Year Ended June 30, 2018

(Amounts in thousands)

Pension (and Other Employee Benefit) Trust

Other Postemployment Benefits

State Employees’ Public School Employees’ Retired Retired
Retirement Deferred Retirement System Employees Pennsylvania
System Compensation Defined Postemployment Health State Police
(December 31, 2017) (December 31, 2017) Pension Contribution Healthcare Program Program Total
ADDITIONS:
Contributions:
Pension:
Employer $ 1,897,404 $ -3 4,249,611 $ -3 175,983 541,796 132,814 $ 6,997,608
Employee 383,359 135,357 1,026,375 - 359,896 - - 1,904,987
Transfer in from other plans... - 63,092 - 6,801 - 50,000 1,000 120,893
Total contributions 2,280,763 198,449 5,275,986 6,801 535,879 591,796 133,814 9,023,488
Investment income:
Net increase/(decrease) in
fair value of investments 3,710,739 348,266 3,710,566 - 1 19,286 6,144 7,795,002
Interest income.... 126,728 25,629 283,999 53 3,473 353 112 440,347
Dividend income... 260,013 - 321,547 - - 7,849 2,501 591,910
Rental and other income.... 99,246 - 853,244 - - 285 91 952,866
Total investment activity income... 4,196,726 373,895 5,169,356 53 3,474 27,773 8,848 9,780,125
Less: investment expenses
Investment activity expense (135,079) (3,632) (467,653) - (59) - - (606,423)
Net investment earnings. 4,061,647 370,263 4,701,703 53 3,415 27,773 8,848 9,173,702
Securities lending activities:
Income 4,883 19 38,506 - - - - 43,408
Expenses.... (475) (1) (26,051) - - - - (26,527)
Total securities lending incom 4,408 18 12,455 - - - - 16,881
Total net investment income 4,066,055 370,281 4,714,158 53 3,415 27,773 8,848 9,190,583
TOTAL ADDITIONS 6,346,818 568,730 9,990,144 6,854 539,294 619,569 142,662 18,214,071
DEDUCTIONS:
Benefit PaymMeNts......ccuviiiiiiinireer s 3,287,923 98,397 6,635,265 - 488,195 562,496 139,363 11,211,639
Refunds of contributions.... 15,620 - 19,881 - - - - 35,501
Transfers to other plans.. - 136,725 - - - - - 136,725
Administrative expenses. 26,122 376 46,544 95 44,455 5,654 608 123,854
OthEr EXPENSES. ....uveriirieiieresrer s s s s sre s s srr s sre e sre s e - 4,224 - - - - - 4,224
TOTAL DEDUCTIONS. 3,329,665 239,722 6,701,690 95 532,650 568,150 139,971 11,511,943
CHANGE IN PLAN NET POSITION HELD IN TRUST FOR:
Pension benefits............... 3,017,153 - 3,288,454 6,759 - - - 6,312,366
Postemployment healthcare benefits, - - - - 6,644 51,419 2,691 60,754
Employee salary deferrals............ . - 329,008 - - - - - 329,008
TOTAL CHANGE IN PLAN NET POSITION HELD IN TRUST...... 3,017,153 329,008 3,288,454 6,759 6,644 51,419 2,691 6,702,128
Net position, July 1, 2017 (restated) 26,387,889 3,166,322 53,075,260 - 351,610 282,429 93,666 83,357,176
Net position, June 30, 2018 $ 29,405,042 $ 3495330 $ 56,363,714 $ 6759 $ 358,254 333,848 96,357 $ 90,059,304
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PRIVATE-PURPOSE TRUST FUNDS
DESCRIPTION

Private-purpose trust funds are used to report assets held in a trustee capacity where the principal
and income benefit individuals, private organizations or other governments.

Tuition Account Investment Program — provides for the advanced purchase of tuition credits for beneficiaries who will
attend institutions of higher learning. Contributors enter into a Tuition Account Program Investment contract that
authorizes the Treasury to invest funds to pay for future tuition expenses.

Monetary Penalty Endowments Trust — accounts for monetary penalties assessed to higher education institutions. Fund
expenditures are made by the Pennsylvania Commission on Crime and Delinquency to support abuse treatment and

prevention programs within the Commonwealth.

There are two private-purpose trust funds.

Commonwealth of Pennsylvania 252 Governor's Office of the Budget
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Commonwealth of Pennsylvania

Combining Statement of Fiduciary Net Position

Private-Purpose Trust Funds
June 30, 2018

(Amounts in thousands)

ASSETS

Temporary investments.......cooveveiieineeenennn e
Long-term investments.......c.coviiieiiniiininnece e,
Receivables (net):
ACCOUNES....iviiieii et
Investment iNCOME......c.ooviviiiiiiiiii e
TOTAL ASSETS.....cccommmummmmssmnnssmnsssnasssnnsssnnssnnnssnnes

LIABILITIES
Accounts payable and accrued liabilities.....................
Investment purchases payable............ccccoveiiiiinnnnn.
Securities lending obligations...........ccccvvevivieviieciineennn,
Due to political subdivisions............cccceeeviuiiiiiiieieeens
TOTAL LIABILITIES.....cccccsissmmrmsmmsnsssssrsnnsnsnnsssnnns

NET POSITION
Restricted and held in trust for:

Commonwealth of Pennsylvania
www.pa.gov

Tuition Monetary
Account Penalty
Investment Endowments
Program Trust Total
$ 4,137 - 3 4,137
- 3,361 3,361
2,727,981 46,909 2,774,890
294 - 294
- 5 5
2,732,412 50,275 2,782,687
1,507 315 1,822
251 - 251
- 359 359
- 192 192
1,758 866 2,624
2,730,654 - 2,730,654
- 49,409 49,409
$ 2,730,654 49,409 $ 2,780,063
253 Governor's Office of the Budget
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Commonwealth of Pennsylvania

Combining Statement of Changes in Fiduciary Net Position

Private-Purpose Trust Funds
For the Fiscal Year Ended June 30, 2018

(Amounts in thousands)

ADDITIONS:
Investment income:
Net increase in

fair value of INvestmeNnts........cccovv i
Interest INCOME.....cuviiiiiiii e
Total investment activity income.......cccuvveeiiiiiiiiicciiee e,

Share transactions (at net asset value
of $1.00 per share):

Shares purchased/redeemed (NEL).........cevvrrruiiiriiieeerrnniienenes
Net increase in net assets from share transactions.............
TOTAL ADDITIONS....ccturmureurarmarasrassasssnassasnssassassnsansnnsnnnass

DEDUCTIONS:

AdmIinistrative EXPENSES.......cuurrieiiieerrrriieseeeeeeeenrrnan e s eeeennes
Other EXPENSES......iivviriiiiiiee i e
TOTAL DEDUCTIONS......coteemcenssssssmmmnnsnssssssnsnnnnnnsnnsssnsns

CHANGE IN PLAN NET POSITION HELD IN TRUST FOR:

Net position, July 1, 2017......cccormimrmnimmmssrsassmssssnnsssssnssnnns
Net position, June 30, 2018..........ccccurmmumrmmmrnssnsnssnnnnsnnnnns

Commonwealth of Pennsylvania
www.pa.gov

254

Tuition Monetary
Account Penalty
Investment Endowments
Program Trust Total
105,272 - $ 105,272
68,572 1,952 70,524
173,844 1,952 175,796
162,146 - 162,146
162,146 - 162,146
335,990 1,952 337,942
7,181 - 7,181
- 2,233 2,233
7,181 2,233 9,414
328,809 - 328,809
- (281) (281)
328,809 (281) 328,528
2,401,845 49,690 2,451,535
2,730,654 49409 ¢ 2,780,063
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AGENCY FUNDS
DESCRIPTION

Agency funds account for assets held by the Commonwealth as an agent for individuals, private
organizations, or other governmental units.

Statutory Liquidator Fund — to convert the remaining assets of insolvent insurance companies to cash for remittance to creditors,
policyholders, and stockholders in accordance with the order of distribution established in Article V of the Pennsylvania Insurance
Department Act of 1921 and on a court approved percentage of claim basis. Although not yet determined, the actual amounts to
be paid based on the amount of the remaining assets are expected to be less than the amounts actually claimed by creditors,
policyholders, and stockholders.

Medical Care Availability and Reduction of Error Fund — to collect surcharges from health care providers and remit payments for
judgments, awards, or settlements in medical malpractice claims which exceed basic limits of coverage provided in professional
liability insurance policies.

Allegheny Regional Asset District Sales and Use Tax Fund — to collect an additional 1% sales tax remitted by Allegheny County
business entities to the Department of Revenue, as established per Act 1993-77. On a monthly basis, the Treasury Department
distributes the fund balance to qualified County entities in accordance with the requirements of the Act.

Underground Storage Tank Indemnification Fund — to collect assessments and remit claim payments to owners and operators of
underground storage tanks who incur a liability for taking corrective action, for bodily injury or for property damage caused by a
release from underground storage tanks.

Municipal Pension Aid Fund — to collect a 2% premium tax received from foreign (out-of-state) casualty insurance companies
conducting business in the Commonwealth, which are remitted to municipalities to help defray municipal police and fire pension
fund costs.

Fire Insurance Tax Fund — to collect a 2% premium tax received from foreign (out-of-state) fire insurance companies conducting
business in the Commonwealth, which are remitted to local governments. The municipalities must pay these monies to the relief,
pension, or retirement fund of their recognized fire fighting organization.

Agency Custodial Accounts — to account for the assets of patients, residents, inmates and other non-Commonwealth funds for
which the Commonwealth is the account custodian.

Other — to collect and administer funds from various sources for distribution to other state and local governments or the federal
government. This other category is an aggregation of 10 individual agency funds.

There are a total of 17 individual agency funds.

Commonwealth of Pennsylvania 256 Governor's Office of the Budget
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Commonwealth of Pennsylvania

Combining Statement of Fiduciary Assets and Liabilities
Agency Funds

June 30, 2018

(Amounts in thousands) Aﬁegheny
Medical Regional Asset Underground
Care Availability District Storage Fire Agency Total
Statutory & Reduction Sales and Tank Municipal Insurance Custodial Agency
Liquidator of Error Use Tax Indemnification Pension Aid Tax Accounts Other Funds
ASSETS
L6 1 o PSR $ - $ 176 $ 110 $ 2,039 $ 29 $ - $ 12,049 $ 705 $ 15,108
Cash with fiscal agents................ 16,932 - - - - - - - 16,932
Temporary investments 148,130 118,047 16,626 42,569 305,390 77,883 25,580 47,522 781,747
Long-term investments........cuuveeriirereennsnn s eerrnnnneens 2,228,124 - - 260,756 - - - - 2,488,880
Receivables (net):
TAXES. e eetraunrrrreeeesssanrrnrreesssassnnnrreeesessannrneeesssannnrnes - - 18,476 - - - - 46,955 65,431
Accounts.......ccceveeeeennnns 4,916 - 1 16,161 89 - 6,147 265 27,579
Investment income............. 8,471 205 19 935 552 - - 67 10,249
Investment sale proceeds.... 1 - - - - - - - 1
Advances to other funds.......c.coveevivrevninreinie s - - - 67,500 - - - - 67,500
Other @SSEtS....uuiiieuiiiierir e e raas 3,907,864 - - - - - 945 - 3,908,809
TOTAL ASSETS.......cccemmmmmmmmnnnnnnnnnnnnnnns $ 6,314,438 $ 118,428 $ 35,232 $ 389,960 $ 306060 $ 77,883 $ 44,721 $ 95514 $ 7,382,236
LIABILITIES
Accounts payable and accrued liabilities...........uvvvveeens $ - $ 102,119 $ 183 $ 18,730 $ 10,963 $ 955 $ 15303 $ 201 % 157,064
Investment purchases payable.........ccccceeeeeeiivrevnnnnnns 16,233 - - 162 - - - - 16,395
Securities lending obligations............ccccvvvvviiiniieeeennees 614 - - 27,361 - - - - 27,975
Due to political subdivisSions...........cceeeiiiverrnnniinnineennnn - - 35,049 - 295,097 68,318 - 90,943 489,407
Due to other governments..........eeevivvvevrriinnneneeeennnnnns - 7 - 1 - - - - 8
Other liabilities. ......vvereeeriiirrrrre e 6,297,591 16,302 - 343,706 - - 29,418 4,370 6,691,387
TOTAL LIABILITIES..........ccccummmmmnnnnnnnnnnnnnns $ 6,314,438 $ 118,428 $ 35,232 $ 389,960 § 306060 $ 77,883 $ 44,721 $ 95514 $ 7,382,236




Commonwealth of Pennsylvania

Combining Statement of Changes in Fiduciary Assets and Liabilities

Agency Funds
For the Fiscal Year Ended June 30, 2018

(Amounts in thousands)

STATUTORY LIQUIDATOR FUND
ASSETS

Cash with fiscal agents..........cccce e,
Temporary inVestments........ccceeiiieeeieiiieen e e eeeenns
Long-term investments. ..........cooovrimiiniiiinn e

Receivables (net):
ACCOUNTS. ... eeeeeiee e e e rr e e re e e e e e r e e e e
Investment iNCOME........uuurumiimmmniii s
Investment sale proceeds.......ccoovvvviiirrieniinnninneeenne
Other @SSELS....uviieiiiiiiiiiririrrie e
TOTAL ASSETS ....cceiimrmmuinmmeessnnssssnnnssssnsssssssnnnsssnns

LIABILITIES
Investment purchases payable..........ccccccvviviiiiiiiiinnn,
Securities lending obligations............cccvvvvviiieiiiiiieeeeeeeeeeenns
Other liabilities.........cvvreeeiiiiiirr e
TOTAL LIABILITIES ...cotveccensssssssnsnnssssssssnnnnnsnnnssnnns

MEDICAL CARE AVAILABILITY AND
REDUCTION OF ERROR FUND
ASSETS

Temporary iNVeStMENtS.........uuuummmimiii,
Long-term investments........cccceeeiiiveiiiniie e
Receivables (net):
ACCOUNTES. ..uuuiiiiiriinsi e
Investment iNCOME.........ooiiiiieieie e
TOTAL ASSETS ...cccuiimrmmnnnmnensssnnnsssmmnnssssnnnsssssnnnnsssns

LIABILITIES
Accounts payable and accrued liabilities.............ooovuveeeeen.
Securities lending obligations..........cccccccvvveiiiiiiiiiiiiiiieeeeens
Due to other funds......ccooeeeeeeeeee
Due to other governments............cccccvvvvvviiieeieeeeeeeeeeeeeeennns
Other liabilities. ... ...
TOTAL LIABILITIES ...coteeeeenssssrrrnsnssssssssssnsnnsnnnnnnnns

Commonwealth of Pennsylvania
www.pa.gov

Balance Balance
July 1, 2017 Additions Deductions June 30, 2018
$ 75,152 $ 49,004 ¢ 107,224 $ 16,932

136,900 30,344 19,114 148,130
2,664,950 3,248,021 3,684,847 2,228,124
25,621 5,279 25,984 4,916
9,032 36,440 37,001 8,471
2,754 1 2,754 1
4,562,710 225,072 879,918 3,907,864
$ 7,477,119 $ 3,594,161 $ 4,756,842 $ 6,314,438
$ 3,032 % 36,319 $ 23,118 $ 16,233
2,703 614 2,703 614
7,471,384 3,557,228 4,731,021 6,297,591
$ 7,477,119 $ 3,594,161 $ 4,756,842 $ 6,314,438
$ 1,030 $ 955,101 $ 955955 $ 176
95,463 210,365 187,781 118,047
8,473 - 8,473 -
- 2 2 -
83 205 83 205
$ 105049 ¢$ 1,165,673 $ 1,152,294 $ 118,428
$ 104,745 $ 747921 ¢ 750,547 $ 102,119
297 - 297 -
- 204 204 -
7 25 25 7
- 205,235 188,933 16,302
$ 105,049 $ 953,385 $ 940,006 $ 118,428
(continued)
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Commonwealth of Pennsylvania

Combining Statement of Changes in Fiduciary Assets and Liabilities

Agency Funds (continued)
For the Fiscal Year Ended June 30, 2018

(Amounts in thousands)

ALLEGHENY REGIONAL ASSET DISTRICT
SALES AND USE TAX FUND
ASSETS

Temporary investments........ccevvummmnmnnnn,

Receivables (net):

Investment iNCOME.....covueviieiiieieeee e eea s
TOTAL ASSETS ....icirurmnremarmsnerssssssssssssssassssnnsnnss

LIABILITIES

Accounts payable and accrued liabilities................cuuee
Due to political subdivisions.........ccccceeeeeeiiiiiiiiiieceee,
TOTAL LIABILITIES .....coossssssssssssssssssssssssnsnsssnns

UNDERGROUND STORAGE TANK
INDEMNIFICATION FUND
ASSETS

Temporary investments........cccvvummmmmmnn,
Long-term investments........cccoovvvveeeeiiiien e

Receivables (net):

ACCOUNTS. . ciuiiirietiiere e e e s s e r s e re s en e ennn e
Investment iNCOME.....covuvireiiieieeec e e
Interest on notes and 10ans...........ccvvvveiiieeeeennnnnnnn.
Investment sale proceeds.......cccoevviiiininneeeniicnninnns
Advances to other funds..........cccvviiieiieeeviniiin e,
TOTAL ASSETS ...ccvtmeurmmsinmsssnssmsnsssnsssnnsssnssssnnns

LIABILITIES

Accounts payable and accrued liabilities......................
Investment purchases payable..........cccccoiiiiiiiieeennnn,
Securities lending obligations...............uvvveeiiiiiinn.
Due to other funds.......cooeeeeeeiiiee,
Due to political subdivisions..........cccceeeeeiiiiiiiiiieeeee,
Due to other governments...........cccccevvvvveieeeeeeeeeeeeneens
Other liabilities.........cueeeeiiiiiririreee e

TOTAL LIABILITIES ...covvreeccessssssssnsnnsnsssssssnsnnnns

Commonwealth of Pennsylvania
www.pa.gov

Balance Balance
July 1, 2017 Additions Deductions June 30, 2018
$ 90 784,462 $ 784,442 $ 110

16,986 196,005 196,365 16,626
17,800 18,476 17,800 18,476
- 5 4 1
9 19 9 19
$ 34,885 998,967 $ 998,620 $ 35,232
$ 473 367 $ 657 $ 183
34,412 50,235 49,598 35,049
$ 34,885 50,602 $ 50,255 $ 35,232
$ - 314872 ¢ 312,833 $ 2,039
16,032 286,503 259,966 42,569
236,461 170,374 146,079 260,756
18,664 16,166 18,669 16,161
946 935 946 935
- 1,881 1,881 -
562 - 562 -
67,500 - - 67,500
$ 340,165 790,731 $ 740,936 $ 389,960
$ 17,692 166,111 $ 165,073 $ 18,730
1,154 162 1,154 162
4,244 54,722 31,605 27,361
- 591 591 -
- 79 79 -
1 15 15 1
317,074 26,980 348 343,706
$ 340,165 248660 $ 198,865 $ 389,960
(continued)
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Commonwealth of Pennsylvania

Combining Statement of Changes in Fiduciary Assets and Liabilities

Agency Funds (continued)
For the Fiscal Year Ended June 30, 2018

(Amounts in thousands)

MUNICIPAL PENSION AID FUND
ASSETS

Temporary inVestments........ceeviiveeeeeniiinenseeerrnnnne s

Receivables (net):

ACCOUNES. . ceuiiieieeeereererae s err e e e ear e e e ea s eenareenneennnees
Investment INCOME......cuvviiiiriniieiin e
TOTAL ASSETS ...cicerremmmmmnnnessnsssssmassnssssssnsssnnnss

LIABILITIES

Accounts payable and accrued liabilities......................
Due to political subdivisions...........cccccviiiiiiiiinennninnnns
Due to other governments............cccccevvviiiieieeieeieeeennns

TOTAL LIABILITIES ...coomreecenssssssssnsnnsnssssssnnsnnnns

FIRE INSURANCE TAX FUND
ASSETS

Temporary inVestments........cccevviveeeeeeiieee s eeerrninnene s

Receivables (net):

LIABILITIES

Accounts payable and accrued liabilities......................
Due to political subdivisions...........cccceviiiiiiiiininnninnns
Due to other governments............cccccevvvvvieeiieieeieeeennns

TOTAL LIABILITIES ....ooeeccensssssssnsnnssssssnssnnnnnnns

AGENCY CUSTODIAL ACCOUNTS
ASSETS

Temporary inVestments.......ccceviiveeeeeniiiennseeerrninne s

Receivables (net):

ACCOUNTS...ceuiiiriiiriiere e e e s e re e ena e
OhEr @SSELS...cevviiireiirrriirr e e e ree
TOTAL ASSETS ...coveuirmnimmnnnnsnsnsssssmnsssnsssssnnssnnnss

LIABILITIES

Accounts payable and accrued liabilities................cuuee
Other liabilities.........cueeeeiiiiiiiriree e
TOTAL LIABILITIES ........oosssnmmmnnsnnnssssssssnnnnnnas

Commonwealth of Pennsylvania
www.pa.gov

Balance Balance
July 1, 2017 Additions Deductions June 30, 2018
$ 12 ¢ 1,286485 $ 1,286,468 $ 29

303,291 319,426 317,327 305,390
7 - 7 -
- 178 89 89
263 552 263 552
$ 303573 $ 1,606,641 $ 1,604,154 $ 306,060
$ 20,692 $ 611,167 $ 620,896 $ 10,963
282,881 597,322 585,106 295,097
- 9 9 -
$ 303573 $ 1,208498 ¢ 1,206,011 $ 306,060
$ - $ 319,551 ¢ 319,551 § -
63,063 89,902 75,082 77,883
14,889 - 14,889 -
$ 77,952 $ 409,453 $ 409,522 $ 77,883
$ 2,770 $ 141,147 $ 134352 $ 9,565
75,182 60,648 67,512 68,318
- 3 3 -
$ 77,952 $ 201,798 ¢ 201,867 $ 77,883
$ 11,322 ¢ 1,232 $ 505 ¢ 12,049
26,198 - 618 25,580
4,893 1,254 - 6,147
962 2 19 945
$ 43,375 §$ 2488 $ 1,142 $ 44,721
$ 13,199 § 2,163 $ 5 $ 15,303
30,176 736 1,494 29,418
$ 43,375 $ 2899 $ 1,553 $ 44,721
(continued)
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Commonwealth of Pennsylvania

Combining Statement of Changes in Fiduciary Assets and Liabilities

Agency Funds (continued)
For the Fiscal Year Ended June 30, 2018

(Amounts in thousands)

OTHER FUNDS
ASSETS

Temporary inVestmMents.........ceeeiiieeeeeeiiien e e eeeenns
Receivables (net):

ACCOUNES. . ceuieeieeee e eeeerr e ee e e s e ea e e s e ea s e rnn e ra s eanreenneeans
Investment INCOME.....cuuvviiieiiii et
TOTAL ASSETS ...coceeirmrmnmmnnnssnsssnsmsssnsssassssssnsssnssnnss

LIABILITIES
Accounts payable and accrued liabilities..............cceeeeee.
Due to political subdiviSions...........cccviiiiiiiiieennnineee,
Other liabilities.........cuvveeeiiiiiirrr e
TOTAL LIABILITIES ....ooeeccensssssssnsnnsnssssnssnnnnnnnnssnnns

TOTAL — AGENCY FUNDS
ASSETS

Cash with fiscal agents............cccccvviii
Temporary inVeStMENtS.........uuuummiimii,
Long-term investments.........ccceeviiiieiiiiiini e
Receivables (net):

ACCOUNES. . ceueieeieeie e et err e eer e e s ea e e e e e s s e ena e rn s enn e enneeans
Investment INCOME.....cuvvviiieiii i
Interest on notes and 10anS.......ccovvvvivveeeinreeeiin e,
Investment sale proceeds........uuvurrrrrrrrrmrrermrrmmeneeeeeeeeneenn
Advances to other funds..........cccvuviiiiiiiiiiiic e,
OthEr @SSELS...uuuuiiiiiiiirtriiiie et
TOTAL ASSETS ..cccvtmnursmnnmnnsssnssmsssssnsssssssnsssssnsssnnsss

LIABILITIES

Accounts payable and accrued liabilities..............cceeeeee.
Investment purchases payable..........cccooiiiiiiiieiinnnns
Securities lending obligations..........cccccccvvviiiiiiiiiiiiiiieeeeeens
Due to other funds......ccooeeeeeieeeeee
Due to political subdivisSions........ccccceeeeeeiiiiiiiiiieeeeeee,
Due to other governments............ccccvvvvivieieeeeeeeeeeeeeeeeeeenns
Other liabilities.........cvveeeeriiieirrr e

TOTAL LIABILITIES ....ovveccensssssssnsnnssssssssnnnnnnnnnssnsss

Commonwealth of Pennsylvania
www.pa.gov

Balance Balance
July 1, 2017 Additions Deductions June 30, 2018
$ 718 $ 3,575,113 ¢ 3,575,126 $ 705

48,204 919,880 920,562 47,522
43,708 47,019 43,772 46,955

- 5,713 5,448 265

32 68 33 67

$ 92,662 $ 4,547,793 $ 4544941 §$ 95,514
$ 254 §$ 76,043 $ 76,006 $ 201
88,081 84,357 81,495 90,943
4,327 43 - 4,370

$ 92,662 $ 160,443 $ 157,591 $ 95,514
$ 13,172 ¢ 7,236,816 $ 7,234,880 $ 15,108
75,152 49,004 107,224 16,932
706,137 2,052,425 1,976,815 781,747
2,909,884 3,418,395 3,839,399 2,488,880
76,404 65,495 76,468 65,431
49,178 28,597 50,196 27,579
10,365 38,219 38,335 10,249

- 1,881 1,881 -

3,316 1 3,316 1

67,500 - - 67,500
4,563,672 225,074 879,937 3,908,809

$ 8,474,780

$ 13,115,907

$ 14,208,451

$ 7,382,236

$ 159,825 $ 1,744919 $ 1,747,680 $ 157,064
4,186 36,481 24,272 16,395
7,244 55,336 34,605 27,975

- 795 795 -

480,556 792,641 783,790 489,407

8 52 52 8

7,822,961 3,790,222 4,921,796 6,691,387
$ 8474780 $ 6420446 $ 7,512,990 $ 7,382,236
(concluded)
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Component Units

I, .
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NONMAIJOR DISCRETELY PRESENTED COMPONENT UNITS
DESCRIPTION

Component units are legally separate organizations for which the elected officials of the
primary government are financially accountable, or other organizations for which the nature
and significance of the relationship with the primary government are such that exclusion would
cause the reporting entity’s financial statements to be misleading.

State Public School Building Authority — issues limited obligation revenue bonds, the proceeds of which are used to finance
the construction of facilities for school districts. These bonds are repaid solely from lease/loan payments from the schools.

Philadelphia Shipyard Development Corporation — assists the primary government (PG) and other governmental entities
in financing a shipbuilding facility at the former Philadelphia Naval Shipyard. The Philadelphia Shipyard Development
Corporation has a December 31, 2017 fiscal year end.

Ben Franklin Technology Development Authority — promotes economic development through interaction of technology
development, modernization and training programs. Industrial resource centers and technology centers, established
through the Ben Franklin Technology Development Authority increase Pennsylvania business competitiveness.

Pennsylvania Higher Educational Facilities Authority — issues limited obligation revenue bonds, the proceeds of which are
used to finance the construction of facilities for public/private colleges and universities. These bonds are repaid solely from
lease/loan payments from the colleges and universities.

Port of Pittsburgh Commission — promotes economic development throughout waterways in southwestern Pennsylvania
by constructing and/or financing transportation and recreation facilities.

Pennsylvania Industrial Development Authority — collaborates with local industrial development corporations to make
loans that help preserve or expand the work force, assist targeted economic areas, or assist specific companies.

Pennsylvania Convention Center Authority — operates the Pennsylvania Convention Center located in the City of
Philadelphia.

Thaddeus Stevens College of Technology (TSCT) — is a two-year technical college that prepares students for skilled
employment in a diverse, ever-changing workforce. The TSCT offers a two-year degree or nine-month certificate, in 22
different programs of study. The Commonwealth appropriates monies for the TSCT operations.

Pennsylvania Energy Development Authority (PEDA) — finances clean, advanced energy projects in Pennsylvania.
Pennsylvania projects that could potentially qualify for funding from the PEDA include solar energy, wind, low-impact
hydropower, geothermal, biomass, landfill gas, fuel cells, IGCC, waste coal, coal-mine methane, and demand management
measures. The PEDA presently can award grants, loans, and loan guarantees.

There are a total of 15 discretely presented component units (DPCU). The Pennsylvania Turnpike Commission,
Pennsylvania Housing Finance Agency, Pennsylvania Higher Education Assistance Agency, Pennsylvania Infrastructure
Investment Authority, and State System of Higher Education are reported as major DPCU’s. The Pennsylvania Economic
Development Financing Authority is not reported because the only activities for this component unit involve conduit debt.

Commonwealth of Pennsylvania 264 Governor's Office of the Budget
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Commonwealth of Pennsylvania
Combining Statement of Net Position
Nonmajor Discretely Presented Component Units
June 30, 2018

(Amounts in thousands) Philadelphia Pennsylvania
State Public Shipyard Ben Franklin Higher
School Development Technology Educational
Building Corporation Development Facilities
Authority (December 31, 2017) Authority Authority
ASSETS

Current assets:

Temporary investments....
Receivables (net):
Accounts . - - - -
Investment income..
Interest on notes and loan
Loans...
Other v, - - - -
Due from Federal government.. .
Inventory.....ococveeiiiiinniininns . - - - -
Prepaid and deferred expenses.
Total current assets

7,198 630 33,616 -

Noncurrent assets:
Restricted cash . - - - -
Long-term investments..
Receivables (net):

5,281 - 30,678 -

Construction in progress....
Depreciable or amortizable capital assets:
Land improvements............... - - - -
Buildings and building improvements..
Machinery and equipment .
Library books -
Other capital assets
Less: accumulated depreciation and amortization
Net depreciable or amortizable capital assets
Other assets - -
Total noncurrent assets .... 24,825 162 30,678 -
TOTAL ASSETS 32,023 792 64,294 -

w
O
v

'

'

'

o K]

DEFERRED OUTFLOWS OF RESOURCES
TOTAL DEFERRED OUTFLOWS OF RESOURCES............. 512 - 125 -

LIABILITIES
Current liabilities:
Accounts payable and accrued liabilities 52 - 18 -
Securities lending obligations - -
Due to primary government....
Due to other governments, .
Interest payable - -
Unearned revenue - -
Revenue bonds payable..........
Capital lease/installment purchase obligations
Compensated absences.
Other financing obligations
Other postemployment benefit liability..
Other liabilities...........co..
Total current liabilities....
Non-current liabilities:
Revenue bond payable . - - - -
Capital lease/installment purchase obligations .
Other financing obligations............... . - - - -
Compensated absences....
Other postemployment benefit liability..
Net pension liability.
Other liabilities........
Total non-current liabilities.... .
TOTAL LIABILITIES 5,425 - 1,760 -

'
'

TR
'

DEFERRED INFLOWS OF RESOURCES
TOTAL DEFERRED INFLOWS OF RESOURCES..........0.. 408 - 152 -

NET POSITION

Net investment in capital assets..

Restricted for:
Debt SEIVICE. ...uviiiiiiiiiie it - - -
Economic development... - 630 62,507 -
Other purposes, -

Unrestricted - -
TOTAL NET POSITION $ 26,702 $ 792§ 62,507 $ -

60 162 - -
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Pennsylvania

Pennsylvania

Thaddeus

Pennsylvania

Port of Industrial Convention Stevens Energy
Pittsburgh Development Center College of Development
Commission Authority Authority Technology Authority Total
$ 800 $ 154 ¢ 20,562 $ 3469 $ - % 25,598
2,275 289,793 28,895 4,501 403 363,572
5 95 3,777 64 - 3,941
- - - - 1 130
- 959 - - 982
- 50,019 - - - 52,976
- - 13,500 619 - 14,119
50 - - - - 50
- - - 825 - 825
- - 2,593 67 - 2,677
3,130 341,020 69,327 9,545 404 464,870
- - - 3,934 - 3,934
- - - 4,165 3,869 27,518
- 241,469 - - - 277,428
- - 994 - - 1,155
- - 6,866 2,419 - 9,285
- - - 3,095 - 3,095
- - 778,530 479 - 779,009
2,069 - 180,097 7,181 - 189,742
- - - 364 - 364
- - - - - 1
(1,461) - (369,644) (6,593) - (378,033)
608 - 588,983 4,526 - 594,178
- 334 3,729 763 - 4,826
608 241,803 600,572 15,807 3,869 918,324
3,738 582,823 669,899 25,352 4,273 1,383,194
208 8,958 1,283 6,958 32 18,076
124 681 8,489 2,865 - 12,229
- 260 - - - 260
4 4 14,797 3 - 14,812
- 1 - - - 2
- 3,079 - - - 3,079
- - 2,712 58 - 2,770
1,600 24,015 - - - 25,615
- - - 105 105
- - - 491 - 543
- - - 78 - 78
- 25 263 - 3 306
- - - - - 35
1,728 28,065 26,261 3,600 3 59,834
400 137,028 - - - 137,428
- - - 115 - 115
- - - 2,632 - 2,632
79 - - 2,372 - 2,593
526 1,626 4,960 38,317 174 49,431
884 934 3,669 19,027 178 27,677
- - - 92 - 145
1,889 139,588 8,629 62,555 352 220,021
3,617 167,653 34,890 66,155 355 279,855
362 227 1,437 4,669 30 7,285
(592) - 596,843 4,015 - 600,488
- 54,694 - - - 54,694
559 - 38,012 - 3,920 105,628
- - - - - 26,642
- 369,207 - (42,529) - 326,678
$ 33) $ 423,901 $ 634,855 $ (38,514) $ 3,920 ¢ 1,114,130
Commonwealth of Pennsylvania 267
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Commonwealth of Pennsylvania
Combining Statement of Activities
Nonmajor Discretely Presented Component Units
For the Fiscal Year Ended June 30, 2018

(Amounts in thousands) Phﬁadelphia Pennsylvania
State Public Shipyard Ben Franklin Higher
School Development Technology Educational

Building Corporation Development Facilities

Authority (December 31, 2017) Authority Authority
EXPENSES. .. uiieiiiieeereriiin s e ee e $ 1,639 $ 249 $ 33,011 $ 1,041

Program revenues:
Charges for sales and Services..........cccovvvveevvnvunnnnn. 1,171 - 29,065 1,041
Operating grants and contributions 362 8 16,131 -
Capital grants and contributions.............cccceeiiinnnns - - - -
Total program revenues.....cccasusmessssssssssssasss 1,533 8 45,196 1,041
Change in net position........ccccccciinmmmemeeaiiinnn (106) (241) 12,185 -
Net position, July 1, 2017 (restated).....c.cereeuns 26,808 1,033 50,322 -
Net position, June 30, 2018........ccuummmsmmssssnnnnnns $ 26,702 $ 792 $ 62,507 $ -
Commonwealth of Pennsylvania 268 Governor's Office of the Budget
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Pennsylvania Pennsylvania Thaddeus Pennsylvania

Port of Industrial Convention Stevens Energy
Pittsburgh Development Center College of Development
Commission Authority Authority Technology Authority Total

$ 1,571 $ 26,176  $ 88,413 $ 29,833 $ 697 $ 182,630

824 7,618 16,876 11,352 - 67,947

919 5,340 40,753 18,063 168 81,744

- - 22,550 - - 22,550

1,743 12,958 80,179 29,415 168 172,241
172 (13,218) (8,234) (418) (529) (10,389)

(205) 437,119 643,089 (38,096) 4,449 1,124,519

$ 33) $ 423,901 $ 634,855 $ (38,514) $ 3920 $ 1,114,130
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STATISTICAL SECTION

June 30, 2018

Statistical Section Table of Contents

Financial Trends

These tables illustrate how the Commonwealth’s financial position has changed over time by providing
information on the Commonwealth’s net position, changes in net position, fund balance, and changes in
fund balance.

Table 1-Net PoSition bY COMPONENT......cciiiiie et e e et e e e sat e e e e eabteeeeabeaeeeeesabaeeeennsaeeeannnes
Table 2-Changes iN NEt POSITION ......c..iiiiiiee e et e e e e e st e e e e st e e e e e e eebteeeesabaeeeeensaeeeannees
Table 3-Governmental FUNd Type FUNA BalANCES .......uuuriiiieiieiiiciiieteee ettt et e e e e e e eettraaeeeeeee e e eeennsraneeeas
Table 4-Revenues by Source and Expenditures by Function-All Governmental Fund Types .......ccccvveeeeeeercnnnnene.

Revenue Capacity

These tables contain information on the factors that affect the Commonwealth’s ability to generate its
own-source revenues. The Commonwealth's largest source of revenues is taxes. Information for the three
largest tax types is contained within these tables. Personal income, sales, and corporation taxes account
for 76% of all general revenues for the June 30, 2018 fiscal year (as reported in the statement of activities).

Table 5-Personal Income Tax-Personal Income by INAUSEIY .....ceeeiiiieei e
Table 6-Personal Income Tax-Personal Income Tax Filers and Liability by Income Level .........ccccovivveeeeineinnnnen.
Table 7-Sales Tax-Estimated Taxable Sales by Industry Classification of the Vendor ..........ccccccveeeiiieeiiiiieeccnnes
Table 8-Sales Tax-Sales Tax Remittances by Major Industry Classification ..........cccecveiiiiiiiiiiiiiee e
Table 9-Corporate Tax-Corporate Net INCOME TaX......uiiiiiiiiieieiiieeeeiiee e ettt e e ette e e e etre e e seateeeesebteeeessasaaeeessnseeeesnes
Table 10-Corporate Tax-Capital Stock/Foreign FranchiSe TaX......cccceeeiieeiiieiiie ettt s

Debt Capacity

These tables contain information on the Commonwealth’s debt burden as well as information about the
Commonwealth’s ability to issue additional debt.

Table 11-Outstanding Debt and Outstanding Debt Ratios .......ccccuviiiieiii e
Table 12-Ratios of General Obligation Bonded Debt OutsStanding..........ccccueeeiiiiiieieiiiie et e
Table 13-Computation of Legal Debt IMargin ...ttt et e e e e bt e e e een earee e e esnreeeeennns

Demographic and Economic Information

These tables contain information on the socioeconomic environment in which the Commonwealth
operates.

Table 14-Employment by Nonfarm Related INAUSTIY ....uvvieeiiiii ittt e et e ee s
Table 15-Population and Per Capita Personal INCOME .......uviiiiiiiiiiiciiiee ettt et e e s rte e e e stae e e e e ssataeeeeees
Table 16-EmMpPloyment INfOrmMatioN. . ... e e e et e e e e e e e et b e e e e e e e e e st eeeanaraaeeeeeesenansreees

Operating Information

These tables provide information about the Commonwealth’s operations and resources and assist in
relating financial statement information to the Commonwealth’s economic condition.

Table 17-Commonwealth Employees by FUNCLION @Nd AZENCY....uuuiiiiiiiiiiiiiieeee et e e ectrre e e e e e searee e e e eeeeas
Table 18-Operating Indicators by FUNCLION aNd ABENCY ...uviiiii i e e e e
Table 19-Capital Asset Information by FUNCLiON and AZENCY .......oiiiiiiiiiiciiie et et

Commonwealth of Pennsylvania 272 Governor's Office of the Budget
WWWw.pa.gov www.budget.pa.gov



- THIS PAGE INTENTIONALLY LEFT BLANK -

Commonwealth of Pennsylvania 273 Governor's Office of the Budget
WWWw.pa.gov www.budget.pa.gov



A0B ed mmm

BlUBAJASUUS JO Y}Eamuowwo)

AobB ed1ebpng mmm

1 2x4

186png 8y} JO 8010 S,JO0UIBA0L)

Commonwealth of Pennsylvania
Financial Trends

Table 1

Net Position by Component

Last Ten Fiscal Years as of June 30

(Accrual basis of accounting-amounts in thousands)
2009

2010

2011

2012 (3)

2013 (3)(5)

2014 (5)(6)

2015 (6)(7)

2016 (8)

2017 (8)(9)

2018 (9)

GOVERNMENTAL ACTIVITIES (1)
Net investment in capital assets.........ccccceerrinnne $ 22,821,832
Restricted for:

$ 24,102,905

$ 25,352,588

$ 26,580,581

$ 27,774,808

$ 28,344,818

$ 29,177,938

$ 30,524,584

$ 31,540,865

$ 32,975,535

General government operations (2)(4)... N/A N/A 672,834 - 1,739 - 35 47 75 197
Health-related programs..... 1,291,318 1,048,684 61,785 18,977 18,830 16,982 15,412 14,294 13,918 13,133
Transportation.... 1,342,189 1,318,358 1,000,129 670,168 352,317 298,733 481,202 599,545 724,063 920,443
Capital projects - 11 - - - - - - - -
Debt service....... 16,834 46,853 - - - - - - - -
Unemployment/worker's compensation 125,515 301,372 367,006 427,934 499,547 528,908 405,823 468,215 529,416 522,065
Elderly programs........ccccovvevnineninininininns 62,183 50,213 - - - - - - - -
Environmental and conservation programs. 529,274 592,672 331,102 565,891 512,807 551,972 365,837 318,622 370,188 283,430
Economic development............. 23,576 25,312 - - - - - - 6,862 5,619
Gaming licensing/regulation...... 917,466 771,616 720,578 725,468 709,348 651,467 502,589 426,436 400,131 136,002
Correctional industries and procurement. 37,701 49,467 62,868 71,095 52,287 38,976 5,498 6,284 26,422 -
57,324 58,209 51,926 46,793 52,178 50,535 55,044 65,361 93,002 92,680
8,985 7,715 - - - - - - - -
58,842 55,616 40,078 35,614 35,626 57,614 24,019 18,528 - -
(4,053,146) (4,881,426) (4,407,594) (5,460,053) (5,685,524) (7,658,746) (17,846,863) (19,407,921) (21,275,848) (42,892,246)
TOTAL GOVERNMENTAL
ACTIVITIES NET POSITION......c.ceiinneees 23,239,893 23,547,577 24,253,300 23,682,468 24,323,963 22,881,259 13,186,534 13,033,995 12,429,094 (7,943,142)
BUSINESS-TYPE ACTIVITIES (1)
Net investment in capital assets...........ccovvnenne 78,561 74,392 84,065 77,259 465,161 489,357 504,790 528,443 556,457 600,833
Restricted for:
Health-related programs. 1,059 2,837 2,323 1,340 4,456 5,588 - - - -
Transportation 103,652 110,987 118,938 121,760 126,986 134,364 136,802 139,029 140,676 136,932
Capital projects... - - - - - - - 2 149 182
Debt service....... - - - - 4,199 4,199 4,199 4,199 4,200 4,224
Unemployment/worker's compensation 342,098 - - - - - - 685,191 1,746,563 2,861,392
Economic development (7).. 283,012 295,502 304,767 309,636 325,269 333,821 5,256 5,102 6,373 13,495
Emergency support... 134,685 138,884 144,834 147,747 151,853 156,951 129,459 132,008 127,464 130,377
Higher Education - - - - 29,009 155,638 226,767 218,155 282,773 381,710
Other purposes 76,573 85,177 94,985 98,203 105,929 147,076 116,825 123,408 135,536 133,877
UNrestricted......evuereereeniesiesieeee e (403,122) (1,916,364) (2,314,339) (1,913,601) (2,412,444) (1,961,503) (1,632,295) (1,395,385) (2,274,990) (5,038,475)
TOTAL BUSIN
ACTIVITIES NET POSITION......covrurerees 616,518 (1,208,585) (1,564,427) (1,157,656) (1,199,582) (534,509) (508,197) 440,152 725,201 (775,453)
PRIMARY GOVERNMENT (1)
Net investment in capital assets..........ccocvvevines 22,900,393 24,177,297 25,436,653 26,657,840 28,239,969 28,834,175 29,682,728 31,053,027 32,097,322 33,576,368
Restricted for:
General government operations (2)(4)... N/A N/A 672,834 - 1,739 - 35 47 75 197
Health-related programs..... 1,292,377 1,051,521 64,108 20,317 23,286 22,570 15,412 14,294 13,918 13,133
Transportation.... 1,445,841 1,429,345 1,119,067 791,928 479,303 433,097 618,004 738,574 864,739 1,057,375
Capital projects... - 11 - - - - - 2 149 182
Debt service 16,834 46,853 - - 4,199 4,199 4,199 4,199 4,200 4,224
Unemployment/worker's compensation 467,613 301,372 367,006 427,934 499,547 528,908 405,823 1,153,406 2,275,979 3,383,457
Elderly programs.........ccoeveeeeriveesninesnnnnns 62,183 50,213 - - - - - - - -
Environmental and conservation programs. 529,274 592,672 331,102 565,891 512,807 551,972 365,837 318,622 370,188 283,430
Economic development (7)..... 306,588 320,814 304,767 309,636 325,269 333,821 5,256 5,102 13,235 19,114
Gaming licensing/regulation... 917,466 771,616 720,578 725,468 709,348 651,467 502,589 426,436 400,131 136,002
Correctional industries and procurement. 37,701 49,467 62,868 71,095 52,287 38,976 5,498 6,284 26,422 -
192,009 197,093 196,760 194,540 204,031 207,486 184,503 197,369 220,466 223,057
8,985 7,715 - - 29,009 155,638 226,767 218,155 282,773 381,710
135,415 140,793 135,063 133,817 141,555 204,690 140,844 141,936 135,536 133,877
(4,456,268) (6,797,790) (6,721,933) (7,373,654) (8,097,968) (9,620,249) (19,479,158) (20,803,306) (23,550,838) (47,930,721)
TOTAL PRIMARY GOVERNMENT
NET POSITION (1)..ciismmmmmmmssssnnnnnnnnnnnnss _$ 23,856,411 ¢ 22,338,992 $ 22,688,873 ¢ 22,524,812 ¢ 23,124,381 $ 22,346,750 $ 12,678,337 $ 13,474,147 $ 13,154,295 $ (8,718,595)
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Table 1

Net Position by Component

Last Ten Fiscal Years as of June 30

(Accrual basis of accounting-amounts in thousands)

Source: The Commonwealth's Comprehensive Annual Financial Report (CAFR), as presented for the applicable fiscal year. For fiscal years 2009-2012, the information can be found in the statement of net assets. Beginning
with the 2013 fiscal year, the information can be found in the statement of net position.

Notes:

(1)-Beginning with the 2013 fiscal year, the Commonwealth implemented two new GASB standards which affected this table. With the implementation of GASB 61, two component units (Commonwealth Financing Authority
and Philadelphia Regional Port Authority), previously reported as discretely presented component units, are reported as blended component units and are classified as proprietary fund types. Therefore, their net position is
reported within the business-type activities caption. In addition, the Pennsylvania Energy Development Fund was reclassified as a discretely presented component unit. It had been previously reported as part of the General
Fund, and therefore is no longer reported within the governmental activities caption. The implementation of GASB 63 resulted in the Commonwealth reporting a statement of net position for the 2013 fiscal year, replacing the
statement of net assets which had been reported in previous fiscal years. For purposes of this table, the implementation of GASB 63 had no effect other than changing the title of this table and the net investment in capital
assets caption title. The purpose of each reported caption did not change with the implementation. These two standards were not retroactively applied to the previous fiscal years; therefore the amounts shown for the 2009-
2012 fiscal years were those reported within the statement of net assets for the applicable fiscal year. For ease of reading this table and the additional notes shown below, net position is interchanged with net assets which
were in effect for fiscal years 2009-2012.

(2)-For the 2011 fiscal year, the caption “General government operations” was created specifically for any net position restrictions reported within that portion of the General Fund not associated with the 38 former special
revenue funds which were reclassified as components of the General Fund. In past fiscal years, this portion, if not reported as a deficit, was reported within various net position restriction categories. These changes have not
been retroactively applied to prior fiscal years.

(3)-As a result of the implementation of GASB 61 described in Note 1 above, the beginning net position balance for governmental activities and business-type activities was decreased by $6,165 and $273,595, respectively, as
of July 1, 2012. Therefore, the ending net position balance (for governmental activities, business-type activities, and total primary government) shown in this table as of June 30, 2012 plus the change in net position shown in
table 2 for the June 30, 2013 fiscal year will differ from the ending net position balance (for governmental activities, business type activities and total primary government) shown in this table as of June 30, 2013. Note B in the
notes to the financial statements in the June 30, 2013 CAFR provides additional details on this restatement.

(4)-For the 2011 fiscal year, balances in the amount of $672,834 related to the grant ledgers were reported as restricted. Since the 2012 fiscal year, those balances have been reported as unrestricted/(deficit).

(5)-For the 2014 fiscal year, the Commonwealth implemented GASB Statement 65 requiring the deferral of resources. With the implementation of GASB 65, the beginning net position for governmental activities, business type
activities and total primary government net position was restated and decreased by $31,614, $34,565, and $66,179, respectively, as of July 1, 2013.  Therefore, the ending net position balance (for governmental activities,
business-type activities, and total primary government) shown in this table as of June 30, 2013 plus the change in net position shown in Table 2 for the June 30, 2014 fiscal year will differ from the ending net position balance
(for governmental activities, business type activities and total primary government) shown in this table as of June 30, 2014. Note B in the notes to the financial statements in the June 30, 2014 CAFR provides additional details
on this restatement.

(6)-For the 2015 fiscal year, the Commonwealth implemented GASB Statements 68 and 71, which required the reporting of net pension liability, including the associated deferral of resources. With the implementation of GASB
68 and 71, the beginning net position for governmental activities, business type activities and total primary government net position was restated and decreased by $10,622,867, $460,686, and $11,083,553, respectively, as of
July 1, 2014.  Therefore, the ending net position balance (for governmental activities, business-type Activities, and total primary government) shown in this table as of June 30, 2014 plus the change in net position shown in
Table 2 for the June 30, 2015 fiscal year will differ from the ending net position balance (for governmental activities, business type activities and total primary government) shown in this table as of June 30, 2015. Note B in
the notes to the financial statements in the June 30, 2015 CAFR provides additional details on this restatement.

(7)-Through the 2014 fiscal year, the net position of the Small Business First Fund and the Machinery and Equipment Loan Fund (both proprietary funds) were included within the economic development restricted net position
category. Effective November 1, 2014, their operations were transferred to the Pennsylvania Industrial Development Authority, a discretely presented component unit.

(8)-For the 2017 fiscal year, the operations of the Pennsylvania eHealth Partnership Authority, reported as a discretely presented component unit in the June 30, 2016 CAFR, were merged into the Commonwealth's primary
government, effective July 1, 2017. The operations are reported within the General Fund. With this merger, the beginning net position for governmental activities and total primary government both were increased by $361,
as of July 1, 2016. Therefore, the ending net position balance (for governmental activities and total primary government) shown in this table as of June 30, 2016 plus the change in net position shown in Table 2 for the June
30, 2017 fiscal year will differ from the ending net position balance (for governmental activities and total primary government) shown in this table as of June 30, 2017. Note 18 in the notes to the financial statements provides
additional details on this change in reporting entity.

(9)-For the 2018 fiscal year, the Commonwealth implemented GASB Statement 75, which established new standards for reporting the liabilities and associated deferral of resources associated with other postemployment
benefits provided to employees of state and local governments. With the implementation of GASB 75, the beginning net position for governmental activities, business-type activities and total primary government net position
was restated and decreased by $22,422,768, $1,012,462, and $23,435,230, respectively, as of July 1, 2017. Therefore, the ending net position balance (for governmental activities, business-type activities, and total primary
government) shown in this table as of June 30, 2017 plus the change in net position shown in Table 2 for the June 30, 2018 fiscal year will differ from the ending net position balance (for governmental activities, business-type
activities and total primary government) shown in this table as of June 30, 2018. Note 18 to the Financial Statements provides additional details on this restatement.
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Table 2

Changes in Net Position

For the Last Ten Fiscal Years Ended June 30

(Accrual basis of accounting-amounts in thousands)

2009 2010 2011 2012 2013 2014 (3) 2015 (4) 2016 2017 (6) 2018 (7)
GOVERNMENTAL ACTIVITIES (1)
Expenses:
Direction and supportive services $ 1,492,541 $ 1950908 $ 2,052,743 $ 2,243,649 $ 1528057 ¢ 1,619,804 $ 1415057 $ 1,366,741 ¢ 1,255507 $ 1,580,148
Protection of persons and property 5,480,770 5,682,950 5,384,710 5,541,681 6,010,950 6,216,380 6,659,818 6,750,256 7,011,983 6,839,284
Public education.............o.... 14,045,890 14,520,733 14,864,360 13,394,225 13,885,466 14,205,019 14,451,280 14,914,554 16,426,756 16,516,828
Health and human services 26,615,566 28,321,389 30,388,529 30,680,717 30,495,970 31,634,286 33,880,187 36,620,781 41,335,304 40,314,856
Economic development. 1,614,214 1,580,654 1,598,596 1,537,068 1,032,887 1,005,570 977,910 883,046 1,006,641 930,891
Transportation 4,278,022 4,951,010 4,465,639 4,382,503 4,764,139 5,204,513 5,751,229 5,943,778 6,365,693 6,193,274
Recreation and cultural enrichment 602,365 559,311 491,082 514,309 519,242 522,662 615,175 607,420 626,195 597,073
Interest 382,065 395,305 440,428 475,545 489,401 494,177 266,477 512,324 435,877 520,369
Total exp 54,511,433 57,962,260 59,686,087 58,769,697 58,726,112 60,902,501 64,017,133 67,598,900 74,463,956 73,492,723
Program revenues:
Charges for sales and services:
Direction and supportive services.... 74,320 216,188 252,572 277,492 363,296 256,820 975,506 424,384 428,813 351,172
Protection of persons and property . 1,083,889 1,331,281 1,034,481 1,302,020 1,380,582 1,348,469 1,350,043 1,539,295 1,571,915 1,895,974
Public education 15,756 18,201 14,928 4,776 5,926 5,337 5,102 7,647 6,059 7,175
Health and human services 1,559,638 1,134,144 1,597,599 1,658,657 1,641,534 1,726,322 1,819,309 1,999,519 2,994,241 3,165,336
Economic development... 15,553 12,317 11,812 8,205 13,910 6,373 6,695 7,110 6,221 5,582
Transportation................ 944,486 910,721 976,705 970,026 972,417 1,036,790 1,210,668 1,316,284 1,365,419 1,434,982
Recreation and cultural enrichment.. 312,287 416,053 181,373 245,405 304,903 338,954 274,966 251,242 258,709 250,493
Operating grants and contributions. 20,370,216 25,620,597 26,071,112 22,816,711 22,792,032 22,859,945 24,083,463 26,946,551 30,207,372 29,458,189
Capital grants and contributions 47,320 57,628 221,195 67,866 91,603 42,261 32,186 62,360 78,145 30,682
Total program r 24,423,465 29,717,130 30,361,777 27,351,158 27,566,203 27,621,271 29,757,938 32,554,392 36,916,894 36,599,585
Total governmental activities net program r 1es/(exp (30,087,968) (28,245,130) (29,324,310) (31,418,539) (31,159,909) (33,281,230) (34,259,195) (35,044,508) (37,547,062) (36,893,138)
General revenues and other changes in net position:
General revenues:
Taxes:
Personal income 9,553,538 9,414,864 9,771,269 10,022,285 10,798,328 10,817,073 11,678,106 12,025,979 12,072,378 12,810,647
Sales and use.... 8,417,292 8,309,905 8,610,603 8,977,379 9,106,779 9,293,356 9,872,467 10,231,892 10,714,383 10,834,227
Corporation....... 4,209,705 4,146,477 4,469,094 4,504,105 4,781,555 4,314,093 5,195,882 4,134,991 4,406,000 4,548,567
Liquid fuels and motor carriers.. 1,975,678 2,045,505 2,092,645 2,096,222 2,058,226 2,349,982 3,017,991 3,303,273 3,583,153 3,846,040
Gaming (2). 999,247 1,232,829 1,409,388 1,487,729 1,447,796 1,404,277 1,404,195 1,393,508 1,402,207 1,427,502
Inheritance. 733,405 698,980 783,824 803,573 796,007 850,221 976,286 947,699 988,569 1,008,382
Cigarette..... 1,000,987 1,088,405 1,104,355 1,081,587 1,038,605 968,436 954,930 974,267 1,406,189 1,363,371
Realty transfer... 348,003 346,094 328,997 343,015 396,552 439,797 485,275 564,002 564,030 606,555
OBt 492,420 1,035,935 1,167,804 1,306,395 1,353,566 1,499,745 1,459,063 1,350,437 948,200 624,910
Total taxes. 27,730,275 28,318,994 29,737,979 30,622,290 31,777,414 31,936,980 35,044,195 34,926,048 36,085,109 37,070,201
INVEStMENt INCOME.....iiviiiiiiiiis i (137,831) 15,099 52,129 14,979 12,876 36,311 16,072 16,297 22,977 38,758
Total general r 27,592,444 28,334,093 29,790,108 30,637,269 31,790,290 31,973,291 35,060,267 34,942,345 36,108,086 37,108,959
Transfers from business-type activities..........ocovvvviniennininn 430,398 218,721 239,925 210,438 17,275 (103,151) 127,071 (50,376) 833,714 1,834,711
Net general revenues and transfer: 28,022,842 28,552,814 30,030,033 30,847,707 31,807,565 31,870,140 35,187,338 34,891,969 36,941,800 38,943,670
Total governmental activities change in net position $ (2,065126) $ 307,684 $ 705,723 $ (570,832) $ 647,656  $ (1,411,090) $ 928,143 $ (152,539) $ (605,262) $ 2,050,532
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Table 2

Changes in Net Position

For the Last Ten Fiscal Years Ended June 30

(Accrual basis of accounting-amounts in thousands)

2009 2010 2011 2012 2013 2014 (3) 2015 (4) 2016 2017 (6) 2018 (7)
BUSINESS-TYPE ACTIVITIES (1)
Expenses
State lottery. $ 3,173,322 $ 3,079381 $ 3,155903 ¢ 3,429,773 $ 3,732,233 $ 3,720574 ¢ 4,078,746 $ 3,967,703 $ 3,982,011 ¢ 4,089,703
State workers' insurance, 388,424 338,229 306,318 268,388 365,900 267,991 312,856 286,526 221,245 167,630
Tuition payment............... 100,028 235,876 259,069 236,342 248,592 277,139 226,330 231,082 336,445 255,056
Unemployment compensation (2)... . 6,250,213 8,741,990 7,460,707 6,031,968 4,498,001 3,189,395 2,235,297 2,322,278 2,088,543 1,911,547
Commonwealth Financing Authority (1). N/A N/A N/A N/A 261,428 189,682 162,358 188,604 217,680 253,020
Liquor control 1,437,168 1,478,971 1,504,517 1,569,868 1,618,065 1,683,185 1,800,698 1,855,594 1,947,038 1,965,637
Economic development and other (1) 14,171 13,706 23,635 16,997 41,199 47,212 57,287 54,089 52,211 55,765
Total exp 11,363,326 13,888,153 12,710,149 11,553,336 10,765,418 9,375,178 8,873,572 8,905,876 8,845,173 8,698,358
Program revenues
Charges for sales and services:
State lottery... 3,088,231 3,052,097 3,206,933 3,476,953 3,671,780 3,786,090 3,810,017 4,135,246 4,002,543 4,213,344
State workers' insurance. 291,677 223,458 173,571 157,579 178,058 207,208 225,660 211,481 184,205 166,029
Tuition payment............. 153,892 157,336 165,157 185,947 182,555 191,766 191,915 192,187 206,893 205,717
Unemployment compensation (2).... 2,423,125 2,328,099 2,579,252 3,447,659 3,031,318 2,900,976 3,073,915 3,162,555 3,122,318 2,961,853
Commonwealth Financing Authority (1) N/A N/A N/A N/A 10,172 8,463 11,083 9,237 10,497 21,692
Liquor control........covevvvierineseiennenes 1,507,512 1,527,998 1,586,394 1,673,027 1,747,060 1,803,367 1,880,256 1,956,129 2,046,869 2,116,899
Economic development and other (1).. 19,067 22,254 24,449 17,478 25,816 25,305 36,170 26,463 29,211 30,511
Operating grants and contributions. 1,760,824 4,970,529 4,858,476 3,211,902 2,166,475 1,048,220 416,322 110,551 361,400 328,832
Capital grants and contributions - - - - 1,128 270 232 - - -
Total program r 9,244,328 12,281,771 12,594,232 12,170,545 11,014,362 9,971,665 9,645,570 9,803,849 9,963,936 10,044,877
Total business-type activities net program revenues/(expenses)........ (2,118,998) (1,606,382) (115,917) 617,209 248,944 596,487 771,998 897,973 1,118,763 1,346,519
Other changes in net position
Special item-loss on transfer of operations (5).. - - - - - - (157,930) - - -
Transfers to governmental activities (430,398) (218,721) (239,925) (210,438) (17,275) 103,151 (127,071) 50,376 (833,714) (1,834,711)
Net special items and transfer: (430,398) (218,721) (239,925) (210,438) (17,275) 103,151 (285,001) 50,376 (833,714) (1,834,711)
Total business-type activities ch in net position (2,549,396) (1,825,103) (355,842) 406,771 231,669 699,638 486,997 948,349 285,049 (488,192)
Total primary government change in net position $ (4,614,522) $ (1,517,419) $ 349,881 ¢ (164,061) $ 879,325 $  (711,452) $ 1,415,140 $ 795810 $  (320,213) $ 1,562,340

Source: The statement of activities, as presented in the Commonwealth's Comprehensive Annual Financial Report (CAFR) for the applicable fiscal year.

Notes:

(1)-Beginning with the 2013 fiscal year, the Commonwealth implemented two new GASB standards which affected this table. With the implementation of GASB 61, two component units (Commonwealth Financing Authority and Philadelphia Regional Port Authority),
previously reported as discretely presented component units, are reported as blended component units and are classified as proprietary fund types. The Commonwealth Financing Authority is reported as a major enterprise fund, and is reported under the
Commonwealth Financing Authority caption. The Philadelphia Regional Port Authority is reported as a nonmajor enterprise fund, and is reported within the "Economic development and other" caption. In addition, the Pennsylvania Energy Development Fund was
reclassified as a discretely presented component unit. It had been previously reported as part of the General Fund, and therefore is no longer reported within the governmental activities caption. The implementation of GASB 63 resulted in the Commonwealth
reporting a statement of net position for the 2013 fiscal year, replacing the statement of net assets which had been reported in previous fiscal years. For purposes of this table, the implementation of GASB 63 had no effect other than changing the reference to
changes in net position rather than changes in net assets. These two standards were not retroactively applied to the previous fiscal years. For ease of reading this table, change in net position is interchanged with change in net assets which were in effect for fiscal
years 2008-2012.

(2)-In the Unemployment Compensation Fund, the June 30, 2010 fiscal year amounts for expenses and program revenues were reduced by $3,008,615 in order to present a reclassification made in the June 30, 2011 fiscal year. The June 30, 2010 CAFR was not
restated to reflect these amounts.

(3)-Beginning with the 2014 fiscal year, the Commonwealth implemented GASB Statement 65. As noted in Table 1, the Commonwealth restated its net position for July 1, 2013. Note B in the notes to the financial statements in the June 30, 2014 CAFR provides
additional details on this restatement. The primary effect on this table is that beginning with the 2014 fiscal year, certain assets are now reported as expenses. The changes were not made retroactively.

(4)-Beginning with the 2015 fiscal year, the Commonwealth implemented GASB Statements 68 and 71. As noted in Table 1, the Commonwealth restated its net position for July 1, 2014. Details on the restatement can be found in Note B in the notes to the financial
statements in the June 30, 2015 CAFR. The primary effect on this table is that beginning with the 2015 fiscal year, expenses associated with net pension liability and associated deferral of resources are now being reported within this table. The changes were not
made retroactively.

(5)-Effective November 1, 2014, the operations of the Small Business First Fund and the Machinery and Equipment Loan Fund (both proprietary funds) were transferred to the Pennsylvania Industrial Development Authority, a discretely presented component unit.
(6)-Beginning with the 2017 fiscal year, the operations of the Pennsylvania eHealth Partnership Authority, reported as a discretely presented component unit in the June 30, 2016 CAFR, were merged into the Commonwealth's primary government, effective July 1,
2017. The operations are reported within the General Fund. As noted in Table 1, the Commonwealth increased its net position for July 1, 2016. Details on the change in reporting entity can be found in Note 18 in the notes to the financial statements. The primary
effect on this table is that beginning with the 2017 fiscal year, the activity associated with these operations is being reported within this table.

(7)-Beginning with the 2018 fiscal year, the Commonwealth implemented GASB Statement 75. As noted in Table 1, the Commonwealth restated its net position for July 1, 2017. Details on the restatement can be found in Note 18 to the Financial Statements. The
primary effect on this table is that beginning with the 2018 fiscal year, expenses associated with other postemployment benefit liabilities and associated deferral of resources are now being reported within this table. The changes were not made retroactively.
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Table 3

Governmental Fund Type Fund Balances
Last Ten Fiscal Years as of June 30

(Modified accrual basis of accounting-amounts in thousands)

2009 2010 2011 2012 (6) 2013 (6) 2014 2015 2016 (8) 2017 (8) 2018
GENERAL FUND (1)(2)(3)(4)(7)(8)
Reserved for:
Encumbrances $ 785,864 $ 806,181 N/A N/A N/A N/A N/A N/A N/A N/A
Advances...... 139,108 139,108 N/A N/A N/A N/A N/A N/A N/A N/A
Loans receivable............... 9,924 9,989 N/A N/A N/A N/A N/A N/A N/A N/A
Budget Stabilization Reserve. 745,949 - N/A N/A N/A N/A N/A N/A N/A N/A
1,375,432 764,206 N/A N/A N/A N/A N/A N/A N/A N/A
Unreserved:

UNdesignated.......coverevriiiiiiiiiiiees e (2,541,099) (1,434,681) N/A N/A N/A N/A N/A N/A N/A N/A
NONSPENdabIE......ccvvireiiiiiiiiie e N/A N/A 123,156 240,975 223,930 265,403 247,216 284,398 218,343 201,500
Restricted (5) N/A N/A 756,141 - 76 45 36 45 78 1,378
Committed... . N/A N/A 1,063,613 1,276,671 1,334,872 1,119,470 1,289,298 1,486,831 2,321,358 2,737,182
Assigned............ . N/A N/A - - 7,132 - - - - -
Unassigned/(deficit) (5)......cvvrrerreeieeiieenineniiesiresnreesinens N/A N/A (321,475) (258,351) - (1,950,956) (1,262,997) (1,681,165) (3,237,347) (2,126,350)

TOTAL GENERAL FUND 515,178 284,803 1,621,435 1,259,295 1,566,010 (566,038) 273,553 90,109 (697,568) 813,710
ALL OTHER GOVERNMENTAL FUNDS (1)(2)(3)(4)(7)(8)
Reserved for:
Encumbrances 2,085,395 2,329,299 N/A N/A N/A N/A N/A N/A N/A N/A
Advances . 3,000 3,000 N/A N/A N/A N/A N/A N/A N/A N/A
Loans receivable 83,100 79,315 N/A N/A N/A N/A N/A N/A N/A N/A
ONEI ettt 916,713 907,005 N/A N/A N/A N/A N/A N/A N/A N/A
Unreserved:
Designated for, reported in:

HIGAWAYS. ...eeiireciecieeieese e 700,018 768,710 N/A N/A N/A N/A N/A N/A N/A N/A

Special Revenue funds 8,666 2,218 N/A N/A N/A N/A N/A N/A N/A N/A

Debt Service funds...... . 16,834 46,853 N/A N/A N/A N/A N/A N/A N/A N/A

Capital Projects funds PRSP 33,527 32,879 N/A N/A N/A N/A N/A N/A N/A N/A
Unreserved: Undesignated, reported in:

Special Revenue funds 2,448,383 2,421,257 N/A N/A N/A N/A N/A N/A N/A N/A
Capital Projects funds (deficit) (721,365) (524,465) N/A N/A N/A N/A N/A N/A N/A N/A
Restricted reported in:
Special Revenue funds.........c.ccoveeieeiieninennienneennns N/A N/A 3,711,994 3,690,354 3,557,116 3,776,739 3,756,605 3,708,867 4,131,763 4,351,727
Committed reported in:
Special Revenue funds.........c.oceveeieeieeninenienseenns N/A N/A 426,391 402,207 374,074 373,185 116,314 159,035 159,374 66,986
Debt Service funds N/A N/A 17,040 48,400 37,041 9,221 11,717 23,446 7,240 53,594
Capital Projects funds N/A N/A 239,180 509,618 282,094 423,670 1,022,565 566,823 1,179,244 1,659,719
Unassigned reported in:
Special Revenue funds (deficit)... N/A N/A (2,837) (2,955) (3,167) - (1,936) - (42,077) (9,481)
Capital Projects funds (deficit) N/A N/A (20,711) - - - - - - -
TOTAL ALL OTHER
GOVERNMENTAL FUNDS......ccetmmmmmmsssnnssnnmnnnnas $ 5574271 _$ 6,066,071 $ 4371057 _$ 4647624 _$ 4247158 _$ 4,582,815 _$ 4905265 _$ 4458171 _$ 5435544 _$ 6,122,545
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Table 3

Governmental Fund Type Fund Balances
Last Ten Fiscal Years as of June 30

(Modified accrual basis of accounting-amounts in thousands)

Source: The balance sheet-governmental funds statement, as presented in the Commonwealth's Comprehensive Annual Financial Report (CAFR) for the applicable fiscal year.

Notes:

(1)-Beginning with the 2013 fiscal year, the Commonwealth implemented GASB 61, which affected this table. With the implementation of GASB 61, the Pennsylvania Energy Development Fund was reclassified as a
discretely presented component unit. It had been previously reported as part of the General Fund, and therefore is no longer reported within the governmental fund caption.

(2)-The Commonwealth implemented GASB Statement 54 for the 2011 fiscal year. To implement GASB Statement 54, it was necessary to reclass 41 special revenue funds. 38 of these were reclassified as components
of the General Fund, and the remaining three were reclassified as capital project funds. This reclassification required the restatement of the General Fund fund balance from the $284,803 shown in this schedule at the
end of the 2010 fiscal year to $565,223 which was reported at July 1, 2010. Likewise, the fund balance for all other governmental funds was restated from the $6,066,071 shown at the end of the 2010 fiscal year to
$5,785,651 at July 1, 2010.

(3)-In addition to the restatement described in note (2), existing categories were changed from reserved and unreserved fund balances to nonspendable and spendable (restricted, committed, assigned and unassigned)
fund balances. Details of the Commonwealth's implementation of GASB Statement 54, including the restatement described in Note (2), are described in Notes A and B of the Commonwealth's June 30, 2011 CAFR.
(4)-The changes described in Notes (2) and (3) above were not retroactively applied. Therefore, governmental fund balances through the 2010 fiscal year are reported as reserved and unreserved, with the 38 funds
described above included in the fund balances for all other governmental funds, rather than the General Fund.

(5)-For the 2011 fiscal year, balances in the amount of $756,141 related to the grant ledgers were reported as restricted. In subsequent fiscal years, those balances were reported as part of the unassigned/(deficit)
category.

(6)-As a result of the implementation of GASB 61 described in Note (1) above, the beginning fund balance for the General Fund was restated and decreased by $6,165 as of July 1, 2012. Therefore, the combined ending
fund balance (for the General Fund and all other governmental fund types) shown in this table as of June 30, 2012 plus the change in fund balances shown in Table 4 for the June 30, 2013 fiscal year will differ from the
combined ending fund balance (for the General Fund and all other governmental fund types) shown in this table as of June 30, 2013. Note B in the notes to the financial statements in the June 30, 2013 CAFR provides
additional details on this restatement.

(7)-The Cigarette Fire Safety & Firefighter Protection Fund was initially created and reported as a component of the General Fund in the June 30, 2013 CAFR. Based on criteria established by GASB Statement 54, it was
determined that this fund should have been classified as a special revenue fund. Therefore, this reclassification required the restatement of the General Fund fund balance from the $1,566,010 shown in this schedule at
the end of the 2013 fiscal year to $1,565,668 which was reported at July 1, 2013. Likewise, the fund balance for all other governmental funds was restated from the $4,247,158 shown at the end of the 2013 fiscal year
to $4,247,500 at July 1, 2013. Note B in the notes to the financial statements in the June 30, 2014 CAFR provides additional details on this restatement.

(8)-For the 2017 fiscal year, the operations of the Pennsylvania eHealth Partnership Authority, reported as a discretely presented component unit in the June 30, 2016 CAFR, were merged into the Commonwealth's
primary government, effective July 1, 2017. The activity is reported within the General Fund. With this merger, the beginning fund balance for the General Fund was increased by $2,048, as of July 1, 2016. In addition,
the Veterans' Trust Fund was initially created and reported as a component of the General Fund in the June 30, 2013 CAFR. Based on criteria established by GASB Statement 54, it was determined for the June 30, 2017
CAFR that this fund should have been classified as a special revenue fund. This required the beginning fund balance of the General Fund to be decreased by $1,960, and the fund balance for all other governmental
funds was increased by $1,960. The net effect of both was an increase in the beginning fund balance of the General Fund from the $90,109 shown in this schedule at the end of the 2016 fiscal year to $90,197 which
was reported at July 1, 2016. Likewise, the fund balance for all other governmental funds was increased from the $4,458,171 shown at the end of the 2016 fiscal year to $4,460,131 at July 1, 2016. Therefore, the
combined ending fund balance (for the General Fund and all other governmental fund types) shown in this table as of June 30, 2016 plus the change in fund balances shown in Table 4 for the June 30, 2017 fiscal year
will differ from the combined ending fund balance (for the General Fund and all other governmental fund types) shown in this table as of June 30, 2017. Note 18 in the notes to the financial statements provides
additional details on this change in reporting entity.
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Commonwealth of Pennsylvania
Financial Trends
Table 4

Revenues by Source and Expenditures by Function-All Governmental Fund Types

For the Last Ten Fiscal Years Ended June 30

I
(Modified accrual basis of accounting-amounts in thousands)

REVENUES BY SOURCE

Taxes, Net of refUNdS........ccvvviiiiii i

Licenses and fees
Intergovernmental....
Charges for sales and services...
Investment income...
Other (2).....

TOTAL REVENUES

2009

2010

2011

2012

2013 (1)

2014

2015 2016

2017

2018

$ 27,773,110

$ 28,229,235

$ 30,007,455

$ 30,775,017

$ 31,722,661

$ 31,696,451

$ 35049415 § 35,062,564

$ 35,804,620

$ 37,166,943

EXPENDITURES BY FUNCTION

Direction and SUPPOItiVe SEIVICES ........civeereereerieriesresiressesne s

Protection of persons and property
Health and human services
Public education
Recreation and cultural enrichment...
Economic development....
Transportation

Capital OULIAY.....cciieiiiriiiirie e

Debt service:
Principal retirement.
Interest and fiscal charges...

TOTAL EXPENDITURES

DEFICIENCY OF REVENUES
UNDER EXPENDITURES.

OTHER FINANCING SOURCES/(USES)
Bonds issued
Refunding bonds issued
Premium on debt issuance..
Discount on bonds issued....
Other financing agreements
Transfers iNu....oveveninn,
Transfers out.....

Payment to refunded bond escrow agent....
Capital lease and installment purchase obligations...
TOTAL OTHER FINANCING SOURCES/(USES)...

NET CHANGE IN FUND BALANCES

Debt Service as a Percentage of Noncapital Expenditures (3)....

1,674,804 1,951,683 1,806,751 2,070,914 2,149,402 2,212,222 2,414,048 2,711,573 2,777,557 3,121,906
20,619,848 25,256,164 26,029,290 22,804,215 22,683,124 22,543,458 24,083,157 27,130,356 29,734,671 29,257,457
1,597,751 1,501,109 1,688,449 1,763,586 1,839,507 1,920,911 2,793,311 2,129,846 3,099,188 3,342,701
(306,524) 344,936 326,021 116,945 155,845 270,607 93,756 85,338 218,483 169,233
715,425 686,069 632,670 709,810 767,463 486,992 441,176 702,830 739,385 630,784
52,074,414 57,969,196 60,490,636 58,240,487 59,318,002 59,130,641 64,874,863 67,822,507 72,373,904 73,689,024
1,375,399 1,779,748 1,622,374 1,578,240 1,557,306 1,535,593 1,329,707 1,124,931 1,150,808 1,407,099
5,169,377 5,359,792 5,307,198 5,089,854 5,668,261 5,753,876 5,936,010 5,884,950 6,208,519 6,276,948
26,549,790 28,340,751 30,435,510 30,662,493 30,371,117 31,773,484 33,920,750 36,729,441 40,378,702 40,186,060
14,019,470 14,492,845 14,836,658 13,363,316 13,858,078 14,108,944 14,414,312 14,867,677 16,345,233 16,467,799
570,177 506,737 463,501 482,065 474,966 484,137 544,326 536,873 533,125 559,015
1,605,513 1,582,097 1,596,548 1,405,895 1,028,828 1,000,607 970,286 858,890 983,358 916,074
3,321,647 3,833,745 3,129,306 3,264,969 3,342,421 3,467,088 4,096,439 4,275,308 4,520,863 4,326,573
2,812,788 3,144,349 3,248,174 3,389,801 2,915,982 2,836,086 2,961,404 3,186,397 2,920,195 3,426,519
598,850 626,090 697,510 711,875 769,390 761,345 762,425 757,455 768,551 724,720
402,653 406,414 477,751 510,783 531,564 554,574 563,326 578,463 582,068 567,924
56,425,664 60,072,568 61,814,530 60,459,291 60,517,913 62,275,734 65,498,985 68,800,385 74,391,422 74,858,731
(4,351,250) (2,103,372) (1,323,894) (2,218,804) (1,199,911) (3,145,093) (624,122) (977,878) (2,017,518) (1,169,707)
1,064,103 1,900,401 650,000 1,600,303 950,300 1,295,000 1,460,000 355,000 1,208,725 1,247,000
155,642 695,945 - 161,272 361,760 289,946 782,425 633,175 605,170 970,030
88,921 203,601 37,739 259,314 216,416 203,088 318,957 173,671 242,927 252,698

- (2,924) (4,724) - - - (1,441) (780) (2,286) (1,430)

N/A N/A N/A N/A N/A N/A N/A N/A N/A 201,115
1,693,343 2,251,986 2,344,796 1,777,033 1,914,421 1,956,242 2,242,290 2,265,296 3,158,742 4,022,068
(1,257,945) (1,888,368) (2,062,410) (1,580,564) (1,888,173) (2,059,393) (2,115,219) (2,315,672) (2,325,028) (2,187,357)
(166,978) (795,844) - (192,390) (444,364) (336,896) (900,849) (763,350) (683,084) (1,136,887)
3,638 - 111 108,263 1,965 715 - - - 749
1,580,724 2,364,797 965,512 2,133,231 1,112,325 1,348,702 1,786,163 347,340 2,205,166 3,367,986
$ (2,770,526) $ 261425 _§  (358,382) $ (85,573) _$ (87,586) $ (1,796391) $ 1,162,041 _$  (630,538) $ 187,648 _$ 2,198,279
1.87% 1.81% 2.01% 2.14% 2.26% 2.21% 2.12% 2.04% 1.89% 1.81%

Notes:

categories.

Source: The statement of revenues, expenditures, and changes in fund balances-governmental funds statement, as presented in the Commonwealth's Comprehensive Annual Financial Report (CAFR) for the applicable fiscal year.

(1)-Beginning with the 2013 fiscal year, the Commonwealth implemented GASB 61, which affected this table. With the implementation of GASB 61, the Pennsylvania Energy Development Fund was reclassified as a discretely presented component
unit. It had been previously reported as part of the General Fund, and therefore is no longer reported within this table. This change was not retroactively applied to the previous fiscal years.
(2)-Other revenues include immaterial amounts of lease rentals revenues and interest on notes and loans.

(3)-Ratio is calculated as principal retirement plus interest and fiscal charges expenditures divided by total expenditures less capital outlay expenditures. There are no expenditures for capitalized assets contained within the functional expenditure
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Commonwealth of Pennsylvania

Revenue Capacity-Personal Income Tax

Table 5

Personal Income by Industry

For the Last Ten Calendar Years

(Amounts in millions) 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017

TOTAL PERSONAL INCOME BY INDUSTRY (1)(2)
Workplace Earnings:
Farm Earnings. $ 1,373 § 952 § 1,342 § 1,779 $ 2,055 $ 2,305 $ 2,619 $ 1,665 $ 813 $ 1,224

Nonfarm Earnings:
Private earnings:

Forestry, fishing/hunting, agriculture. 476 468 598 563 682 699 756 843 839 822
Mining 4,320 2,806 3,277 3,918 4,021 4,477 5113 3,384 2,209 3,023
Utilities.... 3,127 2,925 2,878 3,193 3,010 3,129 3,206 3,628 3,702 3,672
Construction.. 22,072 18,572 20,663 21,616 21,932 22,731 24,724 26,088 26,661 28,933
Manufacturing 43,785 39,476 39,802 41,053 41,946 42,672 43,739 45,324 44,204 45,931
Wholesale trade 18,624 17,545 18,023 19,351 19,939 20,343 21,293 21,545 20,907 21,542
Retail trade.......... 21,774 21,794 22,657 23,234 23,540 23,777 23,812 24,296 24,418 24,943
Transportation and warehousing....... 12,917 12,867 13,768 15,530 15,803 16,184 17,244 20,986 21,984 23,505
Broadcasting/publishing/internet technology. 23,508 19,802 19,557 19,073 22,371 24,774 24,531 23,805 27,157 28,443
Finance and insurance.......cc.cooccvveeeennn. 14,156 18,274 21,228 23,688 24,599 25,423 25,849 25,950 25,446 27,067
Real estate and rental and leasing.. 3,987 2,173 2,668 3,245 5,550 7,296 7,893 9,073 9,418 9,584
Professional and technical services.... 35,670 34,769 35,375 37,156 38,893 39,543 41,302 43,562 45,014 47,337
Management of companies and enterprises. 13,413 13,239 13,355 15,120 16,121 17,148 17,434 18,427 18,199 19,583
Administrative Services..........ccveuereernee. 11,692 11,067 11,938 12,853 12,997 13,557 14,139 14,806 14,856 15,825
Educational services 10,597 11,455 11,959 12,447 12,952 13,285 13,884 14,394 15,028 15,104
Health care and social assistance.... 49,256 51,067 53,046 54,711 56,093 57,778 59,184 61,783 63,352 66,121
Arts, entertainment, and recreation 3,454 3,679 4,104 4,237 4,451 4,558 5,054 5,050 5,624 5,922
Accommodation and food services..... 8,531 8,400 8,779 9,382 10,014 10,411 10,780 11,306 11,752 12,199
Other services, except public administration... 12,683 12,386 13,196 13,585 14,464 14,381 15,169 16,230 16,474 16,862
Total private earning 314,042 302,764 316,871 333,955 349,378 362,166 375,106 390,480 397,244 416,418
Government:

9,114 9,474 9,823 9,827 9,669 9,411 9,636 10,000 10,218 10,513

1,577 1,695 1,676 1,547 1,509 1,467 1,402 1,375 1,416 1,402

State government. 12,300 12,550 12,893 12,916 12,675 13,249 13,503 13,868 13,847 14,148
Local government. 31,373 31,790 32,944 32,436 31,529 33,501 33,620 33,963 34,087 34,903
Total government earnings. 54,364 55,509 57,336 56,726 55,382 57,628 58,161 59,206 59,568 60,966
Total nonfarm earnings. 368,406 358,273 374,207 390,681 404,760 419,794 433,267 449,686 456,812 477,384
Total workplace earning 369,779 359,225 375,549 392,460 406,815 422,099 435,886 451,351 457,625 478,608
Other earnings/deductions (3) 154,581 152,489 158,279 170,162 180,281 170,073 182,010 191,272 199,540 203,926
Total personal income $ 524360 $ 511,714 $§ 533,828 $ 562,622 $ 587,006 $ 592,172 § 617,896 $ 642,623 $ 657,165 $ 682,534

Total personal income subject

to the direct personal income tax rate (4)(5)...cccsusmemmsanssssannnnn $ 314872 ¢ 294893 $ 310,368 $ 321,131 $ 340,162 $ 340,150 $ 357,088 $ 374,294 N/A N/A
Direct personal income tax rate 3.07% 3.07% 3.07% 3.07% 3.07% 3.07% 3.07% 3.07% 3.07% 3.07%

Sources:

Personal income by industry is provided by the Bureau of Economic Analysis, US Department of Commerce (www.bea.gov/index.htm) through estimates released September 2018.

Total personal income subject to the direct tax rate was obtained from the Pennsylvania Department of Revenue. The information for the 2015 calendar year can be found in the Statistical Supplement for the Pennsylvania Tax Compendium-
November 2017 (Fiscal Year 2016-17). The direct personal income tax rate was obtained from the Pennsylvania Tax Compendium for March 2017. Both of these publications were obtained from the Pennsylvania Department of Revenue's website
which is located at www.revenue.pa.gov.

Notes:

(1)-Various calendar years differ from the totals shown in the Commonwealth's Comprehensive Annual Financial Report for June 30, 2017. The amounts shown in the prior year were based on estimates released by the Bureau of Economic Analysis,
U.S. Department of Commerce in September 2017. These estimates have subsequently been revised (as provided in the September 2018 release).

(2)-Personal income by industry is reported under the North American Industry Classification System.

(3)-Other earnings/deductions include dividends, interest and miscellaneous employee/employer contributions/deductions.

(4)-Total personal income subject to the direct personal income tax rate consists of taxable compensation, interest, dividends, net profits and other income, prior to the application of various tax credits. This amount is self-assessed by the taxpayer
on their tax returns for the tax year. Due to the complexity and length of the tax return filing and review process, the total compilation is not yet available for release by the Pennsylvania Department of Revenue for the 2016 and 2017 tax years.
Some figures differ from previous reports due to corrections.

(5)-This information is presented by tax year, rather than by calendar year, as the personal income by industry is presented. An individual filer's tax year is defined as that period for which that person must file a tax return. Generally, many filers
have the last day of their filing year fall on December 31st; however, for various reasons, other filers have a filing year that falls on a different date (e.g. March 31st). The information presented is based on those returns of the filers whose tax year
ended during the applicable calendar year.




Commonwealth of Pennsylvania

Revenue Capacity-Personal Income Tax

Table 6

Personal Income Tax Filers and Liability by Income Level

2006 and 2015 Tax Years

Liability amounts in thousands

2006 Tax Year (1)(2)(3)(6)

2015 Tax Year (1)(2)(3)(6)

Personal Personal
Number Percentage Income Percentage Number Percentage Income Percentage
Taxable of of Tax of Taxable of of Tax of
Income Level Filers Total Liability (4) Total Income Level Filers Total Liability (4) Total
$0 99,736 1.71% % - 0.00% $0 230,196 3.68% $ - 0.00%
$1-999 360,207 6.17% 4,430 0.05% $1-999 396,642 6.33% 4,224 0.04%
$1,000-2,999 410,378 7.03% 24,505 0.28% $1,000-2,999 354,419 5.66% 21,110 0.18%
$3,000-4,999 315,250 5.40% 38,338 0.43% $3,000-4,999 276,568 4.42% 33,643 0.29%
$5,000-6,999 258,241 4.42% 47,283 0.53% $5,000-6,999 233,265 3.73% 42,752 0.37%
$7,000-8,999 215,553 3.69% 52,748 0.60% $7,000-8,999 201,305 3.21% 49,292 0.43%
$9,000-10,999 185,972 3.19% 56,975 0.64% $9,000-10,999 188,700 3.01% 57,913 0.50%
$11,000-12,999 170,995 2.93% 62,948 0.71% $11,000-12,999 170,584 2.72% 62,772 0.55%
$13,000-14,999 158,072 2.71% 67,881 0.77% $13,000-14,999 161,069 2.57% 69,206 0.60%
$15,000-16,999 151,163 2.59% 74,208 0.84% $15,000-16,999 154,890 2.47% 75,979 0.66%
$17,000-18,999 145,493 2.49% 80,369 0.91% $17,000-18,999 141,925 2.27% 78,386 0.68%
$19,000-21,999 212,816 3.64% 133,908 1.51% $19,000-21,999 202,832 3.24% 127,552 1.11%
$22,000-24,999 204,160 3.50% 147,209 1.66% $22,000-24,999 193,016 3.08% 139,197 1.21%
$25,000-29,999 314,797 5.39% 265,286 3.00% $25,000-29,999 307,604 4.91% 259,364 2.26%
$30,000-34,999 277,979 4.76% 276,862 3.13% $30,000-34,999 280,012 4.47% 278,920 2.43%
$35,000-39,999 243,471 4.17% 279,901 3.17% $35,000-39,999 249,494 3.98% 286,829 2.50%
$40,000-49,999 404,127 6.92% 555,723 6.28% $40,000-49,999 417,336 6.66% 573,816 4.99%
$50,000-74,999 701,213 12.01% 1,322,579 14.96% $50,000-74,999 719,474 11.49% 1,357,228 11.81%
$75,000-99,999 407,164 6.97% 1,078,398 12.20% $75,000-99,999 456,106 7.28% 1,212,243 10.55%
$100,000-149,999 340,387 5.83% 1,254,983 14.19% $100,000-149,999 474,153 7.57% 1,764,645 15.36%
$150,000 or more 261,422 4.48% 3,018,383 34.13% (5) $150,000-249,999 279,785 4.47% 1,610,069 14.01%
(5) $250,000 or more 172,493 2.75% 3,385,671 29.46%
Total (6) 5,838,596 100.00% _$ 8,842,916 100.00% Total 6,261,868 100.00% _$ 11,490,813 100.00%

Sources:

For the 2006 tax year, all of the information was provided directly by the Pennsylvania Department of Revenue. For the 2015 tax year, the number of filers per taxable income level
and the personal income subject to the direct personal income tax rate per income level (used in the Personal Income Tax Liability estimation) were obtained from the Statistical
Supplement for the Pennsylvania Tax Compendium-November 2017 (Fiscal Year 2016-17) The direct personal income tax rate was obtained from the Pennsylvania Tax
Compendium for March 2017. Both of these publications were obtained from the Pennsylvania Department of Revenue's website which is located at www.revenue.pa.gov.

Notes:

(1)-Due to statutory requirements protecting taxpayer identification (confidentiality provisions), the Commonwealth can not disclose the names of the ten largest personal income
tax filers. Therefore, this schedule is presented as an alternative comparison regarding the sources of the Commonwealth's personal income tax revenue.

(2)-An individual filer's tax year is defined as that period for which that person must file a tax return. Generally, many filers have the last day of their filing year fall on December
31st; however, for various reasons, other filers have a filing year that falls on a different date (e.g. March 31st). This table presents information based on all filers whose tax year
ended during the 2006 or 2015 calendar years.

(3)-Due to the complexity and length of the tax return filing and review process, the total compilation of personal income subject to the direct tax rate per income level was not yet
available for release by the Pennsylvania Department of Revenue for the 2016 and 2017 tax years. This compilation is used in the calculation of the estimated personal income tax
liability. Therefore, the 2006 and 2015 tax years are presented as an alternative comparison.

(4)-The estimated total personal income tax liability is calculated by multiplying the total personal income (as self-assessed by the individual tax filer) for the income level by the tax
rate applicable during the tax year. The estimated liability is presented before any applicable tax credits were applied. Beginning with the 2004 tax year, the rate increased to
3.07%. This rate has been in effect for all subsequent tax years.

(5)-Beginning with the 2009 tax year, the caption "$150,000 or more" has been split into two captions: "$150,000-249,999" and "$250,000 or more". The amounts for the 2006 tax
year are reported within the original caption; whereas the amounts reported in the 2015 tax year are reported within the two new captions.

(6)-Totals may not foot due to rounding.

Commonwealth of Pennsylvania

Www.pa.gov
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Commonwealth of Pennsylvania

Revenue Capacity-Sales Tax

Table 7

Estimated Taxable Sales by Industry Classification of the Vendor
For the Last Ten Fiscal Years Ended June 30

(Amounts in thousands)

2008 2009 2010 2011 2012 2013 2014 2015(3) 2016(3) 2017(3)
Estimated Taxable Sales by Industry (1)(2)
Manufacturing.......coeevernieinnenniee $ 7,199,717 $ 6,952,853 $ 6310433 $ 7,182,245 $ 7,426,068 $ 7,391,732 ¢ 7555033 $ 6866437 $ 6,852,700 $ 6,788,750
Public utilities.......ccocvvvviiinininiiiiireee 4,763,633 4,832,233 4,750,250 5,002,202 4,680,907 4,492,653 4,761,067 4,624,260 4,565,533 4,583,617
Wholesale trade..........cccvveinennininnninieninnns 12,239,917 10,215,170 10,492,100 11,590,333 12,419,575 12,316,835 12,792,633 14,385,888 14,344,567 14,582,100
Building materials. . 8,908,483 8,422,183 8,140,533 8,714,365 8,878,250 9,039,222 9,158,683 9,515,812 9,906,717 10,125,267
General merchandise..........c.covviininniniininnns 18,959,267 19,171,045 18,601,350 19,740,610 19,354,965 19,879,167 19,969,650 20,713,098 21,196,000 21,704,150
Food and beverage stores..........ccoceviiivneninnns 6,023,083 6,197,422 6,416,383 6,437,433 6,440,322 6,580,377 6,575,817 6,605,795 6,901,517 6,836,300
Automotive dealers............ 3,834,950 3,709,158 3,753,567 3,997,238 4,157,458 4,122,673 4,367,833 4,775,440 4,926,033 4,843,200
Furniture and appliances. 6,018,133 5,572,460 4,931,917 5,336,590 5,376,648 5,285,463 5,176,483 5,836,548 6,105,367 6,210,833
Other retail stores.... 5,764,733 5,598,740 5,580,450 6,095,245 6,408,673 6,447,917 6,414,917 6,228,017 6,459,733 6,849,317
Agriculture and mining. . 666,967 685,577 773,133 838,863 930,587 934,048 906,617 1,178,700 972,767 858,350
Construction............ - 3,050,933 2,880,480 2,595,217 2,953,357 3,203,795 3,175,267 3,270,033 3,590,792 4,553,317 4,710,583
Service.... - 41,914,783 40,875,482 40,899,250 43,579,387 43,694,423 45,039,627 46,338,883 47,927,008 49,470,517 51,073,967
Transportation, delivery, and warehousing..... 374,133 356,542 365,150 371,315 420,053 472,217 490,583 518,767 562,800 525,000
Government. . 211,100 285,217 383,150 411,452 362,387 305,027 342,117 281,192 295,717 305,767
Unclassified......ooviriinininnn e, 1,627,583 2,036,060 1,363,333 1,254,633 1,042,267 1,132,720 1,194,517 755,647 1,417,100 1,607,417
Motor vehicle.......ccovvviiiiniiiiiie e, 18,346,914 15,992,425 16,595,200 17,714,378 19,343,573 19,459,690 20,626,333 22,103,607 22,453,967 22,779,633
Liquor Sales.......couvviiiiininiii e 1,704,846 1,808,735 1,868,083 1,950,641 2,064,488 2,153,927 2,219,167 2,311,442 2,268,800 2,356,700
Total sales tax estimated base (4).......... $ 141,609,177 $ 135,591,782 ¢ 133,819,500 ¢ 143,170,287 $ 146,204,439 $ 148,228,560 ¢ 152,160,367 $ 158,218,450 ¢$ 163,253,150 $ 166,740,950
Total direct sales tax rate.........ceursvunnnnnnns 6.0% 6.0% 6.0% 6.0% 6.0% 6.0% 6.0% 6.0% 6.0% 6.0%

Sources:

Sales tax remittances by industry and total direct sales tax rate (both used in the calculation of estimated taxable sales by industry) are provided by the Pennsylvania Department of Revenue. Sales tax remittances by industry
for the 2017 fiscal year can be found in the Statistical Supplement for the Pennsylvania Tax Compendium-November 2017 (Fiscal Year 2016-17). The total direct sales tax rate was obtained from the Pennsylvania Tax
Compendium for March 2017. Both of these publications were obtained from the Pennsylvania Department of Revenue's website which is located at www.revenue.pa.gov.

Notes:

(1)-Estimated taxable sales are calculated based on sales tax remittances (made by vendors with their tax returns processed during the fiscal year) divided by the direct sales tax rate of 6%.

(2)-Estimated taxable sales are organized by major industrial activity of the vendor and do not represent sales by product type. These are presented based on the North American Industry Classification System.

(3)-Due to the complexity and length of the tax return filing and review process, the total compilation of sales tax remittances was not yet available for release by the Pennsylvania Department of Revenue for the 2018 fiscal
year. Therefore, fiscal years 2008 through 2017 are presented as an alternative comparison.

(4)-Totals may not foot due to rounding.




Commonwealth of Pennsylvania

Revenue Capacity-Sales Tax

Table 8

Sales Tax Remittances by Major Industry Classification
Fiscal Years Ended June 30, 2008 and June 30, 2017

June 30, 2008 (1)(2) June 30, 2017 (1)(2)
(Amounts in thousands)
Sales Sales
Tax Percentage Tax Percentage
Remittances of Remittances of
Industry (4) Liability (3) Total Industry (4) Liability (3) Total
Manufacturing $ 431,983 5.08% Manufacturing.. $ 407,325 4.07%
Public utilities 285,818 3.36% Public utilities... 275,017 2.75%
Wholesale trade 734,395 8.64% Wholesale trade 874,926 8.75%
Building materials. 534,509 6.29% Building materials. 607,516 6.07%
General merchandise. 1,137,556 13.39% General merchandise.. 1,302,249 13.02%
Food and beverage stores. 361,385 4.25% Food and beverage stores. 410,178 4.10%
Automotive dealers....... 230,097 2.71% Automotive dealers........ 290,592 2.90%
Furniture and appliances 361,088 4.25% Furniture and appliances . 372,650 3.72%
Other retail stores......... 345,884 4.07% Other retail stores......... . 410,959 4.11%
Agriculture and mining.. 40,018 0.47% Agriculture and mining 51,501 0.51%
Construction.. 183,056 2.15% Construction........... 282,635 2.83%
Service 2,514,887 29.60% Service . 3,064,438 30.63%
Transportation, delivery, and warehousing. 22,448 0.26% Transportation, delivery, and warehousing....... 31,500 0.31%
Government. 12,666 0.15% Government. 18,346 0.18%
Unclassified... 97,655 1.15% Unclassified... 96,445 0.96%
Motor vehicle 1,100,815 12.96% Motor vehicle. 1,366,778 13.66%
Liquor sales... 102,291 1.20% Liquor sales... 141,402 1.41%
TOLAl (5)uveeueeeriesiensiiesiee st see e e $ 8,496,551 100.00% = TOtal (5).eeiveerruerreeiriiniieesien s esies s e $ 10,004,457 100.00%
Sales Tax LicenSES (6)...ceeeeeeriiummrrrereeesensssniinnnns 235,879 Sales Tax LiICeNSeS (6).....ccecvrvererrrerresesinirinrnaenas 228,420
Sources:

Sales tax remittances by industry and the number of sales tax licenses are provided by the Pennsylvania Department of Revenue. Sales tax remittances by industry for the
2017 fiscal year can be found in the Statistical Supplement for the Pennsylvania Tax Compendium-November 2017 (Fiscal Year 2016-17). This publication was obtained
from the Pennsylvania Department of Revenue's website which is located at www.revenue.pa.gov.

Notes:

(1)-Due to statutory requirements protecting taxpayer identification (confidentiality provisions), the Commonwealth can not disclose the names of the ten largest sales tax
filers. Therefore, this schedule is presented as an alternative comparison regarding the sources of the Commonwealth's sales tax revenue.

(2)-Due to the complexity and length of the tax return filing and review process, the total compilation of sales tax remittances was not yet available for release by the
Pennsylvania Department of Revenue for the 2018 fiscal year. Therefore, fiscal years 2008 and 2017 are presented as an alternative comparison.

(3)-Sales tax liability is based on sales tax remittances made with tax returns processed during the fiscal year. The direct sales tax rate applicable to both years is 6%.
(4)-Sales tax remittances are organized by major industrial activity of the vendor and does not represent sales by product type. Both years are presented using the North
American Industry Classification System (N.A.I.C.S.) Group.

(5)-Totals may not foot due to rounding.

(6)-The Commonwealth does not maintain a list of sales tax filers by the N.A.I.C.S. standard industry grouping, and as noted in Note (1), can not disclose the names of the
ten largest sales tax filers. Therefore, the number of sales tax licenses is presented to indicate the potential number of filers during the applicable fiscal year.

Commonwealth of Pennsylvania 284 Governor's Office of the Budget
WWWw.pa.gov www.budget.pa.gov
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Commonwealth of Pennsylvania
Revenue Capacity-Corporate Tax
Table 9

Corporate Net Income Tax

For the Last Ten Tax Years

2006 2007 2008 2009 2010 2011 2012 2013 (6) 2014 (6) 2015 (6)
ESTIMATED CORPORATE NET INCOME TAXABLE BASE (1)(2)
Corporate Tax Report Compilation (amounts in thousands).............. $ 23247419 $ 20,787,641 $ 19,652968 $ 17,631,632 $ 19,219,761 ¢ 18,084,820 $ 23,948,802 $ 24,837,562 $ 26,991,525 $ 24,962,477
NUMBER OF FILERS BY CORPORATE NET
INCOME TAX LIABILITY RANGE (3)
94,119 97,811 79,113 77,698 72,996 85,406 86,259 88,486 92,316 92,407
8,668 8,152 7,492 6,978 7,133 6,959 7,029 6,481 6,182 6,189
2,319 2,235 2,035 1,925 1,980 1,932 1,939 1,750 1,795 1,798
$501-1,000. 3,417 3,375 3,119 2,868 2,950 2,963 3,046 2,852 2,789 2,864
$1,001-5,000. 8,577 8,367 7,742 7,051 7,202 6,964 7,528 7,213 7,410 7,354
$5,001-10,000... 3,334 3,168 2,803 2,490 2,566 2,655 2,829 2,786 2,845 2,864
$10,001-25,000. 2,884 2,894 2,594 2,338 2,440 2,445 2,744 2,713 2,984 2,917
$25,001-50,000.... 1,582 1,519 1,424 1,291 1,429 1,387 1,559 1,620 1,786 1,767
$50,001-100,000.. 1,244 1,190 1,157 1,020 1,082 1,138 1,228 1,262 1,382 1,370
$100,001-250,000 1,082 1,050 992 865 956 1,030 1,225 1,207 1,262 1,263
$250,001-500,000... 520 499 471 448 448 450 561 538 588 601
$500,001-1,000,000.... 344 311 278 279 297 307 379 344 380 360
>$1,000,000.............. 341 326 304 267 289 273 418 429 462 430
Total corporate net income tax filers (4)(5).... 128,431 130,897 109,524 105,518 101,768 113,909 116,744 117,681 122,181 122,184
Total direct corporate net income tax rate....ccccrrrrrssrrssrennnenns 9.99% 9.99% 9.99% 9.99% 9.99% 9.99% 9.99% 9.99% 9.99% 9.99%

Sources:
Information provided by the Pennsylvania Department of Revenue. The direct corporate net income tax rate was obtained from the Pennsylvania Tax Compendium for March 2017. This publication was obtained from the Pennsylvania Department
of Revenue's website which is located at www.revenue.pa.gov.

Notes:

(1)-Pennsylvania is one of only a few states that levy a tax on corporate net income (corporate net income tax - CNIT) as well as capital stock (capital stock/foreign franchise tax - CSFT). The capital stock tax has been phased out so that the last
year for which a tax will apply will be the 2015 tax year. This table presents the positive corporate net income tax base, as well as the number of filers associated with this tax by liability range. It also presents the statutory corporate net income
tax rate.

(2)-The CNIT is based on separate company Federal taxable income and includes a number of additions to/subtractions from that base. This table shows the compilation of all reported taxable income (Federal income adjusted to the PA base and
then apportioned). Many corporations report negative federal taxable income. In addition, the net operating loss deductions that Pennsylvania allows reduce otherwise profitable corporations’ incomes below $0.

(3)-Due to statutory requirements protecting taxpayer identification (confidentiality provisions), the Commonwealth can not disclose the names of the ten largest corporate net income tax filers. Therefore, the schedule of the number of filers by
corporate net income tax liability range is presented as an alternative comparison regarding the sources of the Commonwealth's corporate net income tax revenue. Those filers that report negative state taxable income are reported in the tax
liability range of $0, which accounts for the large number of filers within that range.

(4)-Due to the complexity and length of the tax return filing and review process, the total compilation of corporate net income subject to the direct corporate tax rate was not yet available for release by the Pennsylvania Department of Revenue for
the 2016 and 2017 tax years. Therefore, tax years 2006 through 2015 are presented as an alternative comparison.

(5)-The corporate filer's tax year is defined as that period for which it must file a tax return. Though some filers have the last day of their filing year fall on December 31st, many filers have a filing year that falls on a different date (e.g. March
31st). This table presents information based on all filers whose tax year began during the associated calendar years.

(6)-For tax years 2006 through 2013, the amounts presented are actual. The amounts presented for the 2013 tax year may differ from the amounts presented in the same table in the Commonwealth's Comprehensive Annual Financial Report
(CAFR) for the June 30, 2017 fiscal year, since that amount was an estimate. For the 2014 tax year, the amounts presented are a revised estimate from what was presented in the June 30, 2017 CAFR. And for the 2015 tax year, the amounts
presented are an estimate.
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Commonwealth of Pennsylvania
Revenue Capacity-Corporate Tax
Table 10

Capital Stock/Foreign Franchise Tax
For the Last Ten Tax Years

2006 2007 2008 2009 2010 2011 2012 2013 (6) 2014 (6) 2015 (6)
CAPITAL STOCK AND FRANCHISE TAXABLE BASE (1)(2)
Apportioned Capital Stock Value Compilation (amounts in thousands).......... $ 189,755093 _$ 207,628,892 _$ 230,292,556 _$ 248,089,965 _$ 261,854,671 _$ 306,098458 _$ 332,214,769 _$ 358,188,662 _$ 372,993,261 _$ 416,506,873
NUMBER OF FILERS BY CAPITAL STOCK/
FOREIGN FRANCHISE TAX LIABILITY RANGE (3)
278,843 301,231 309,482 316,168 323,099 328,516 344,930 376,409 396,335 410,065
10,198 10,497 11,397 11,431 11,377 11,888 13,262 12,773 12,627 11,316
15,754 15,688 15,935 16,168 15,796 16,235 16,899 13,690 12,870 11,054
$1,001-5,000... 30,246 28,604 25,974 25,903 26,594 27,825 24,509 16,889 15,293 12,474
$5,001-10,000. 7,293 6,617 5,694 5,786 6,006 6,159 5,223 3,124 2,856 2,194
$10,001-25,000 5,401 5,015 4,165 4,218 4,389 4,659 3,746 2,247 1,925 1,455
$25,001-50,000 2,196 2,020 1,691 1,714 1,768 1,957 1,496 802 692 509
$50,001-100,000. 1,213 1,113 887 951 1,040 1,070 840 445 378 251
$100,001-250,000.. 769 675 515 552 605 652 488 245 224 183
$250,001-500,000.. 278 225 176 195 190 207 174 91 60 58
$500,001-1,000,000 126 113 81 87 104 125 79 39 33 24
>$1,000,000 93 81 73 83 81 99 70 24 11 4
Total capital stock and franchise tax filers (4)(5)..cuussmssmssssssssssnns 352,410 371,879 376,070 383,256 391,049 399,392 411,716 426,778 443,304 449,587
Total direct capital stock and franchise tax rate............cossssssnnnsnns 4.89 mills 3.89 mills 2.89 mills 2.89 mills 2.89 mills 2.89 mills 1.89 mils 0.89 mils 0.67 mils .45 mils

Sources:
Information provided by the Pennsylvania Department of Revenue. The direct capital stock/foreign franchise tax rate was obtained from the Pennsylvania Tax Compendium for March 2017. This publication was obtained from the Pennsylvania Department of Revenue's
website which is located at www.revenue.pa.gov.

Notes:

(1)-Pennsylvania is one of only a few states that levy a tax on corporate net income (corporate net income tax - CNIT) as well as capital stock (capital stock/foreign franchise tax - CSFT). The capital stock tax has been phased out so that the last year for which a tax will
apply will be the 2015 tax year. This table presents the capital stock/foreign franchise apportioned tax base, as well as the number of filers associated with this tax by filing class. It also presents the statutory capital stock/foreign franchise tax rate.

(2)-The CSFT is based on a fixed formula involving net worth and average book income. This schedule shows the compilation of all reported taxable capital stock value, as reported by corporate taxpayers required to file a tax return with the Commonwealth.

(3)-Due to statutory requirements protecting taxpayer identification (confidentiality provisions), the Commonwealth can not disclose the names of the ten largest capital stock/foreign franchise tax filers. Therefore, the schedule of the number of filers by capital
stock/foreign franchise tax liability range is presented as an alternative comparison regarding the sources of the Commonwealth's capital stock/foreign franchise tax revenue.

(4)-Due to the complexity and length of the tax return filing and review process, the total compilation of all reported taxable capital stock value subject to the statutory capital stock/foreign franchise tax rate was not yet available for release by the Pennsylvania
Department of Revenue for the 2016 and 2017 tax years. Therefore, tax years 2006 through 2015 are presented as an alternative comparison.

(5)-The corporate filer's tax year is defined as that period for which it must file a tax return. Though some filers have the last day of their filing year fall on December 31st, many filers have a filing year that falls on a different date (e.g. March 31st). This table presents
information based on all filers whose tax year began during the associated calendar years.

(6)-For tax years 2006 through 2013, the amounts presented are actual. The amounts presented for the 2013 tax year may differ from the amounts presented in the same table in the Commonwealth's Comprehensive Annual Financial Report (CAFR) for the June 30,
2017 fiscal year, since that amount was an estimate. For the 2014 tax year, the amounts presented are revised estimates from the amounts presented in the June 30, 2017 CAFR. And for the 2015 tax year, the amounts presented are an estimate.
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Commonwealth of Pennsylvania

Debt Capacity

Table 11

Outstanding Debt and Outstanding Debt Ratios
For the Last Ten Fiscal Years Ended June 30

(Expressed in Thousands, Except Debt per Capita)

PRIMARY GOVERNMENT (1)(2)(3) 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018

Governmental activities:
General obligation bonds

$ 9,150,362 § 10,498,794 $ 10,443,190 §$ 11,538,799 § 11,821,622 $ 12,674,929 § 12,976,531 $ 12,517,909 $ 12,966,490 $ 13,415,631

Capital leases/installment purchase obligations 36,730 31,958 26,907 129,757 125,020 117,961 110,208 103,183 100,054 99,259
Other financing obligations.... 67,500 67,500 67,500 334,230 324,860 315,620 285,740 285,740 285,740 502,390
Total governmental . 9,254,592 10,598,252 10,537,597 12,002,786 12,271,502 13,108,510 13,372,479 12,906,832 13,352,284 14,017,280
Business-type activities:
Demand revenue bonds payable - - - - 300,000 166,635 9,565 - - -
Notes payable..........cccveeennn. . - - - - 199 - - - - -
Revenue bonds payable - - - - 4,635,760 4,381,432 4,182,896 3,681,734 3,893,393 5,319,824
Total business-type - - - - 4,935,959 4,548,067 4,192,461 3,681,734 3,893,393 5,319,824
TOTAL PRIMARY GOVERNMENT.......osmmmmmmmmmmnssnsnnsnnn $ 9,254,592 $ 10,598,252 ¢ 10,537,597 ¢ 12,002,786 $ 17,207,461 $ 17,656,577 $ 17,564,940 $ 16,588,566 ¢ 17,245,677 $ 19,337,104
Debt as a Percentage of Personal Income (4)(5)...... 1.76% 2.07% 1.97% 2.13% 2.93% 2.98% 2.84% 2.58% 2.62% 2.83%
Amount of Debt per Capita (4)(5)..ccceeeeeeeeenennnnnnnnnnnns $ 734 $ 837 $ 829 $ 942 % 1,348 $ 1,382 §$ 1,373 ¢ 1,297 % 1,349 ¢ 1,510

Source: The Commonwealth's Comprehensive Annual Financial Report (CAFR), as presented for the applicable fiscal year. For fiscal years 2009-2012, the information can be found in the statement of net assets. Beginning with
the 2013 fiscal year, the information can be found in the statement of net position.

Notes:

(1)-Beginning with the 2013 fiscal year, the Commonwealth implemented GASB 61, which affected this table. With the implementation of GASB 61, two component units (Commonwealth Financing Authority and Philadelphia
Regional Port Authority), previously reported as discretely presented component units, are reported as blended component units and are classified as proprietary fund types. Therefore, their outstanding debt is now reported
within the business-type activities caption. In addition, the Pennsylvania Energy Development Fund was reclassified as a discretely presented component unit. It had been previously reported as part of the General Fund, and
therefore is no longer reported within the governmental activities caption. These changes have not been retroactively applied to prior fiscal years.

(2)-Each caption includes the reported current and noncurrent amounts of the outstanding debt.

(3)-Details on the Commonwealth's total outstanding debt for June 30, 2018 can be found in Note 6 for both governmental activities and business-type activities.

(4)-See Table 15 for summarized totals for personal income and population data that were used in the calculations of these ratios. Personal income detail is presented in Table 5. As detailed in Table 5 or 15 (as appropriate), the
personal income and population data have changed in several calendar years from what was presented in those tables in the Commonwealth's Comprehensive Annual Financial Report (CAFR) for the June 30, 2017 fiscal year. As
a result, the calculated ratios based on the data from those calendar years may differ from what was presented in this table in the June 30, 2017 CAFR.

(5)-Debt ratios use total outstanding debt which is presented by fiscal year ended June 30, while the personal income and population data used in the calculations are presented by calendar year.




Commonwealth of Pennsylvania

Debt Capacity

Table 12

Ratios of General Obligation Bonded Debt Outstanding
Last Ten Fiscal Years Ended as of June 30

(Amounts in thousands)

(2)
(1) Percentage
General of Actual 3)
Obligation Tax Per
Fiscal Year Bonds Revenues Capita
2009 $ 9,150,362 33.00% $ 724
2010 10,498,794 37.07% 825
2011 10,443,190 35.12% 820
2012 11,538,799 37.68% 902
2013 11,821,622 37.20% 923
2014 12,674,929 39.69% 991
2015 12,976,531 37.03% 1,014
2016 12,517,909 35.84% 977
2017 12,966,490 35.93% 1,013
2018 13,415,631 36.19% 1,043
Sources:

Information was obtained from the Commonwealth's Comprehensive Annual Financial Report for the
applicable fiscal year. General obligation bonds can be found in the statement of net position, and the
tax revenues used in the percentage of actual tax revenues can be found in the statement of activities.
Notes:

(1)-General obligation bonds amounts include the reported current and noncurrent amounts.

(2)-The Commonwealth's general obligation bonds are expected to be repaid with general tax revenues.
Therefore, the total taxes shown in the governmental activities section of the statement of activities are
used in this calculation.

(3)-General obligation bond amounts used in the per capita calculation are presented as of the fiscal year
end. The population data used in the calculation is shown in Table 15, and is as of July 1 of the
applicable fiscal year. As detailed in Table 15, the population data has changed in several calendar years
from what was presented in that table in the Commonwealth's Comprehensive Annual Financial Report
(CAFR) for the June 30, 2017 fiscal year. As a result, the calculated ratios based on the data from those
calendar years may differ from what was presented in this table in the June 30, 2017 CAFR.

Commonwealth of Pennsylvania 288 Governor's Office of the Budget
WWWw.pa.gov www.budget.pa.gov



A0B ed mmm

BlUBAJASUUS JO Y}Eamuowwo)

AobB ed1ebpng mmm

68¢

186png 8y} JO 8010 S,JO0UIBA0L)

Commonwealth of Pennsylvania
Debt Capacity

Table 13

Computation of Legal Debt Margin

As of August 31 for the Last Ten Years

2009 2010 2011 2012

2013 2014 2015 2016 2017 2018

Average annual tax
revenues deposited in the
previous five fiscal years..

Constitutional factor.

$ 32,044,066,363 $ 32,604,981,495 $ 33,234,462,394 $ 33,742,407,887
X 1.75 x 1.75 x 1.75 x 1.75

X

$ 34,173,780,183 $ 35,048,322,844 $ 36,290,613,411 $ 37,326,634,317 $ 38,281,016,071 $ 39,318,865,371
1.75 x 1.75 x 1.75 x 1.75 x 1.75 x 1.75

Constitutional debt limit
for debt incurred without

the approval of the electors (A).. 56,077,116,135 57,058,717,616 58,160,309,190 59,049,213,802 59,804,115,320 61,334,564,977 63,508,573,469 65,321,610,054 66,991,778,124 68,808,014,400
Less outstanding net debt

(non-electorate approved)......... 7,497,271,800 8,553,447,438 8,520,640,376 9,194,240,832 9,331,058,456 9,960,500,105 10,640,300,242 11,423,804,500 10,590,276,500 10,999,114,101
Legal debt margin (B)......cuserases $ 48,579,844,335 $ 48,505,270,178 $ 49,639,668,814 $ 49,854,972,970 $ 50,473,056,864 $ 51,374,064,872 $ 52,868,273,227 $ 53,897,805,554 $ 56,401,501,624 $ 57,808,900,299

Total outstanding net debt applicable
to the constitutional limit as a percentage
of the constitutional limit......... 13.37% 14.99% 14.65% 15.57%

15.60% 16.24% 16.75% 17.49% 15.81% 15.99%

Source: The Governor's Budget Office

Notes:
(A)-The formula for the legal debt limit is contained in Article VIII, Section 7(a) of the Pennsylvania Constitution, which provides:

refunding other debt, if such refunding debt matures within the term of the original debt.

considered, or debt incurred under subsection (3) unless the General Assembly shall so provide in the law authorizing such debt.

No debt shall be incurred by or on behalf of the Commonwealth except by law and in accordance with the provisions of this section.
(1) Debt may be incurred without limit to suppress insurrection, rehabilitate areas affected by man-made or natural disaster, or to implement unissued authority by the electors prior to the adoption of this article.
(2) The Governor, State Treasurer and Auditor General, acting jointly, may (i) issue tax anticipation notes having a maturity within the fiscal year of issue and payable exclusively from revenues received in the same fiscal year, and (ii) incur debt for the purpose of

(3) Debt may be incurred without limit for purposes specifically itemized in the law authorizing such debt, if the question whether the debt shall be incurred has been submitted to the electors and approved by a majority of those voting on the question.

(4) Debt may be incurred without the approval of the electors for capital projects specifically itemized in a capital budget if such debt will not cause the amount of all net debt outstanding to exceed one and three-quarters times the average of the annual tax revenues
deposited in the previous five fiscal years as certified by the Auditor General. For the purposes of this subsection, debt outstanding shall not include debt incurred under clauses (1) and (2)(i), or debt incurred under clause (2)(ii) if the original debt would not be so

(B)-Each of the above figures used in the calculation of the legal debt margin are abstracted from a certification of the Auditor General dated August 31 of the subsequent fiscal year.
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Commonwealth of Pennsylvania
Demographic and Economic

Table 14

Employment by Nonfarm Related Industry
For the Last Ten Calendar Years

Employment by nonfarm related industry (1)(2)(3):

Total nonfarm:
Private earnings:
Goods producing:
Natural resources and mining..............
Construction
Manufacturing.......ccceeeveveeviiiinnieneeennnn,

Total goods producing......c.cueeeuennnns

Service providing:

Leisure and hospitality...........cccevvunnnnns

Other Services........ccovvvvnnmenenennnennnnns

Total service providing......ccccssereansees

Total private earnings........cccessereenunnes

Government.........oueeuuns

Total nonfarM...eeesisserrssssssssresssnsssnnns

2008 2009 2010 2011 2012 2013 2014 2015 2016 2017
22,200 22,300 26,600 33,800 37,000 36,000 37,700 33,900 24,900 26,500
254,200 224,000 214,900 221,500 224,300 223,800 228,900 235,400 239,000 248,600
643,800 574,100 560,000 565,000 567,200 564,600 567,500 567,600 559,400 561,500
920,200 820,400 801,500 820,300 828,500 824,400 834,100 836,900 823,300 836,600
1,122,900 1,078,200 1,077,100 1,089,200 1,097,800 1,099,500 1,109,700 1,121,900 1,127,100 1,126,300
105,900 99,600 93,300 91,100 90,300 87,800 85,400 84,900 84,400 83,000
329,800 318,400 310,900 308,600 309,500 313,200 315,300 316,200 317,200 321,200
709,400 674,800 689,900 716,800 733,100 748,000 761,600 779,500 793,500 800,600
1,094,700 1,112,900 1,127,800 1,144,000 1,156,300 1,162,700 1,180,000 1,191,300 1,217,600 1,246,900
503,300 494,300 500,600 511,200 524,100 532,200 537,600 545,300 557,400 566,600
254,300 249,900 250,300 253,000 254,000 252,200 253,500 255,100 260,100 261,300
4,120,300 4,028,100 4,049,900 4,113,900 4,165,100 4,195,600 4,243,100 4,294,200 4,357,300 4,405,900
5,040,500 4,848,500 4,851,400 4,934,200 4,993,600 5,020,000 5,077,200 5,131,100 5,180,600 5,242,500
759,700 768,200 770,600 751,400 732,300 720,700 711,400 704,700 703,300 703,000
5,800,200 5,616,700 5,622,000 5,685,600 5,725,900 5,740,700 5,788,600 5,835,800 5,883,900 5,945,500

Notes:

Industry.

(3)-Totals may not foot due to rounding.

Source: Information obtained from the Pennsylvania Department of Labor and Industry-Center for Workforce Information & Analysis website (www.paworkstats.pa.gov).

(1)-Due to statutory requirements (confidentiality provisions), the Commonwealth can not disclose the number employed by the ten largest employers. As an alternative comparison, this schedule
presents the number employed by nonfarm related industries. The ten largest employers are nonfarm related; therefore, the number employed by those employers could be expected to fall within this
schedule. Farming related employment is not included on this schedule because most farms are not large enough to be required to provide the necessary data to the Pennsylvania Department of Labor and

(2)-Various calendar years may differ from the totals presented in the same table in the June 30, 2017 CAFR, as a result of revised data provided on the Center for Workforce Information & Analysis website.
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Table 15

Population and Per Capita Personal Income
For the Last Ten Calendar Years

Population (1) Personal Income (2) Per Capita (3)
(Amounts in thousands) (Amounts in thousands) Personal Income
Pennsylvania rate
Calendar United Pennsylvania United Pennsylvania United percentage
Year Pennsylvania States as % of U.S. Pennsylvania States as % of U.S. Pennsylvania States above/(below) U.S.
2008 12,612 304,094 4.15% 524,360 12,438,527 4.22% 41,575 40,904 1.64%
2009 12,667 306,772 4.13% 511,714 12,051,307 4.25% 40,398 39,284 2.84%
2010 12,711 309,338 4.11% 533,828 12,541,995 4.26% 41,997 40,545 3.58%
2011 12,743 311,644 4.09% 562,622 13,315,478 4.23% 44,152 42,727 3.34%
2012 12,768 313,993 4.07% 587,096 13,998,383 4.19% 45,982 44,582 3.14%
2013 12,778 316,235 4.04% 592,172 14,175,503 4.18% 46,341 44,826 3.38%
2014 12,790 318,623 4.01% 617,896 14,983,140 4.12% 48,310 47,025 2.73%
2015 12,791 321,040 3.98% 642,623 15,711,634 4.09% 50,240 48,940 2.66%
2016 12,787 323,406 3.95% 657,165 16,115,630 4.08% 51,393 49,831 3.13%
2017 12,806 325,719 3.93% 682,534 16,820,250 4.06% 53,300 51,640 3.21%

Sources: Population data is obtained from the Bureau of Economic Analysis, U.S. Department of Commerce website at http://www.bea.gov/index.htm, whose source is the U.S.
Bureau of Census' mid-year population estimate. Personal income details can be found in Table 5.

Notes:

(1)-Population data is presented as of July 1 of the calendar year. The U.S. Bureau of Census' mid-year population estimate include revisions to the annual population estimate back
to the calendar year of the most recent Census (2010 calendar year). Therefore, the totals shown may differ from what was presented in the Commonwealth's Comprehensive
Annual Financial Report (CAFR) for the June 30, 2017 fiscal year.

(2)-Personal income data is provided as of the calendar year. Various calendar years differ from the totals presented in the June 30, 2017 CAFR. See Table 5 for details.

(3)-As a result of changes noted in Notes (1) and (2), the Per Capita Personal Income may differ from what was presented in the June 30, 2017 CAFR.

Commonwealth of Pennsylvania
Demographic and Economic
Table 16

Employment Information

For the Last Ten Calendar Years
(Amounts in thousands)

Pennsylvania (1) United States
Civilian Civilian Pennsylvania rate
Calendar Labor Unemployment Labor Unemployment percentage
Year Force Employed Unemployed Rate Force Employed Unemployed Rate above/(below) U.S.
2008 6,452 6,110 342 5.3% 154,287 145,362 8,924 5.8% (8.62)%
2009 6,400 5,885 515 8.0% 154,142 139,877 14,265 9.3% (13.98)%
2010 6,381 5,841 540 8.5% 153,889 139,064 14,825 9.6% (11.46)%
2011 6,396 5,889 507 7.9% 153,617 139,869 13,747 8.9% (11.24)%
2012 6,463 5,957 506 7.8% 154,975 142,469 12,506 8.1% (3.70)%
2013 6,442 5,968 475 7.4% 155,389 143,929 11,460 7.4% 0.00%
2014 6,396 6,021 375 5.9% 155,922 146,305 9,617 6.2% (4.84)%
2015 6,421 6,080 340 5.3% 157,130 148,834 8,296 5.3% 0.00%
2016 6,453 6,105 348 5.4% 159,187 151,436 7,751 4.9% 10.20%
2017 6,427 6,112 316 4.9% 160,320 153,337 6,982 4.4% 11.36%

Sources: Information was obtained from the Center for Workforce Information & Analysis, Pennsylvania Department of Labor and Industry website at www.paworkstats.pa.gov.

Notes:
(1)-Various calendar years may differ from the totals presented in the same table in the June 30, 2017 CAFR, as a result of revised data provided on the Center for Workforce
Information & Analysis website.

Commonwealth of Pennsylvania 291 Governor's Office of the Budget
WWWw.pa.gov www.budget.pa.gov
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Operating Information

Table 17

Commonwealth Employees by Function and Agency
For the Last Ten Fiscal Years Ended June 30

Direction and supportive services (1)

Legislative...
Revenue
Executive OffiCeS. ...
General Services...
Auditor General....
Treasurer.

Total direction and supportive services

Protection of persons and property
Corrections....
State Police....
Liquor Control Board
Environmental Protection
Judiciary
Transportation
Probation and Parole Board
Agriculture
Attorney General

Military and Veterans Affairs.
State....
Other...

Total protection of persons and property.........cccseesssssssnsnnnsans

Public education
Education
Other...

Total public education

Health and human services
HUMAN SEIVICES.....cvviiiiiiiiiicire s
Labor and INAUSEIY......eviveeeiiiie e e
Military and Veterans Affairs.

Total health and h 1 service

Economic development
Labor and INAUSEIY......cevieieriieie e
Community and Economic Development..........cocvveerreeesineesieeessineennnns

Total economic development.

2009 2010 2011 2012 2013 2014 2015 2016 2017 2018
3,327 3,133 2,959 2,844 2,784 2,749 2,716 2,59 2,583 2,564
2,254 2,058 1,965 1,934 1,883 1,867 1,902 1,869 1,880 1,856
2,004 1,906 1,767 1,715 1,612 1,554 1,496 1,429 1,441 1,460
1,244 1,145 1,115 1,030 993 950 926 863 866 834

708 670 606 598 475 475 472 463 469 448
492 420 408 396 386 373 353 345 357 373
281 274 270 273 268 256 248 239 230 1,549
10,310 9,606 9,090 8,790 8,401 8,224 8,113 7,804 7,826 9,084
16,139 16,232 15,740 15,751 15,398 15,177 15,197 15,340 15,374 15,367
6,193 5,989 6,015 5,978 5,938 6,139 6,344 6,372 6,210 6,079
5,031 5,082 4,847 4,952 5,007 5,086 5,003 5,166 5,424 5,358
2,786 2,590 2,609 2,648 2,616 2,522 2,491 2,412 2,411 2,319
2,141 2,197 2,154 2,176 2,150 2,171 2,160 2,179 2,178 2,090
1,185 1,125 1,129 1,194 1,191 1,188 1,189 1,193 1,174 1,167
1,141 1,114 1,105 1,162 1,199 1,217 1,228 1,267 1,268 1,285
1,112 995 962 919 952 914 921 884 868 843
955 897 814 821 810 836 840 836 859 857
529 478 450 468 467 486 474 486 500 490
509 497 486 490 492 489 485 479 492 484
2,040 2,005 1,870 1,923 1,844 1,827 1,782 1,729 1,713 1,692
39,761 39,201 38,181 38,482 38,064 38,052 38,204 38,343 38,471 38,031
578 544 503 521 514 499 488 474 475 438

16 15 15 - - - - - - -

594 559 518 521 514 499 488 474 475 438
18,399 18,300 17,169 16,995 16,504 16,643 16,829 17,164 16,914 16,064
4,740 4,887 4,632 4,599 4,140 4,037 3,785 3,674 3,108 2,837
1,965 2,033 2,049 2,023 1,924 1,961 1,949 1,959 1,923 1,925
1,490 1,384 1,364 1,461 1,331 1,281 1,236 1,249 1,282 1,117
98 193 206 220 252 284 301 290 279 277
26,692 26,797 25,420 25,298 24,151 24,206 24,100 24,336 23,506 22,220
930 934 912 942 919 897 903 908 910 867
352 334 311 302 321 313 307 299 298 283
1,282 1,268 1,223 1,244 1,240 1,210 1,210 1,207 1,208 1,150
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Table 17

Commonwealth Employees by Function and Agency
For the Last Ten Fiscal Years Ended June 30

Transportation
Transportation...

Total transportation

Recreation and cultural enrichment
Conservation and Natural RESOUICES.........covvveviiriiniiin e
Game COMMISSION. ...uvieiiuririireritte e
Fish and Boat Commission
Historical and Museum Commission...

Total recreation and cultural enrichment.

Total Commonwealth Employee

2009 2010 2011 2012 2013 2014 2015 2016 2017 2018
10,655 10,626 10,486 10,696 10,695 10,609 10,480 10,490 10,522 10,230
10,655 10,626 10,486 10,696 10,695 10,609 10,480 10,490 10,522 10,230

2,493 2,279 2,219 2,335 2,392 2,407 2,425 2,387 2,39 2,278
706 734 735 774 769 797 781 725 683 705
485 486 486 481 448 433 416 432 426 409
347 228 213 231 214 222 218 205 205 201

92 56 50 51 43 M 42 41 40 40
4,123 3,783 3,703 3,872 3,866 3,900 3,882 3,790 3,750 3,633
93,417 91,840 88,621 88,903 86,931 86,700 86,477 86,444 85,758 84,786

Source: Employees for the Legislature, Judiciary, Auditor General, Treasury and Attorney General were provided by the individual agency.

Administration.

Notes:

(1)- Increase due to a human resources and information technology consolidation.

All other agencies fall within the Governor's jurisdiction and were provided by the Office of
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Table 18

Operating Indicators by Function and Agency
For the Last Ten Fiscal Years Ended June 30

Direction and supportive services:
Executive Offices
J ile Court Judges' C
Juveniles arrested for violent CriMES..........ccviiiiiiiiii
Protection of persons and property:
Attorney General
Local drug task force arrests
Consumer complaints concerning business practices investigated and mediated....
Corrections
Inmates (1)
Inmates enrolled in academic educational programs (1)...
Military and Veterans Affairs
Pennsylvania National Guard End Strength Ceiling
Personnel receiving training at Fort Indiantown Gap..
Revenue
Taxpayer Services and Information Center calls answered
Households provided property tax or rent assistance.
Judiciary
Caseload (cases filed/reopened/appeals) (1)...
Public education:

Education

PreK-12 EDUCATION (BASIC EDUCATION):
Public school enrollment (PreK-12)........cocvuiiiiiiiiiiiniiiiiii e

HIGHER EDUCATION:
Full-Time Equivalent Enrollments at State-Supported Institutions of Higher Education:
State System of Higher Education.
Community Colleges.
State-Related Universities.
Non-State Related Universities and COllEGES.........cvvvrreeerriinrreesssirnreeesssnneeresesnnneeeees

Health and human services:

Aging and Long Term Living
Comprehensive PACE/PACENET Program:
Older Pennsylvanians enrolled (AVEIrage).........ccurrerersrurreeessrirneressssnsreresssssnsnessssssnnes
Total prescriptions PEr YEAI ......uvviiiiiiiriieiiiirie e e
Health
Vital events (births, deaths, fetal deaths) registered............cccccviriiniiiiiiiiiiieee
Human Services
Persons participating in Medical Assistance (monthly average)...........cccvveeiiiiiiniieniiiinnnens
Persons receiving cash assistance (monthly average).
Community Mental Health Services....
Total persons provided mental health services.
Persons receiving Intellectual Disability services during fiscal year..........ccccovvvvieiiiiiiinnnnns
Economic development:
Labor and Industry
Total public health and safety inspections performed
Vocational Rehabilitation-Eligible participants with active plans..
Transportation:
Transportation
Miles of State maintained highways(2)........cceveeriiiiiiiniiiii
Passengers carried by State-assisted operators (millions annually)..........ccccoevvviviiiiinnnnns
Highway and Bridge Construction/Reconstruction/Maintenance
Total miles of state maintained highways improved..........ccceeiiieiiiieiiicniie e
Bridges replaced/repaired.........uveeieerirrreeesriireree e e s

2009 2010 2011 2012 2013 2014 2015 2016 2017(4) 2018(4)
4,580 4,552 4,352 3,692 3,610 3,220 2,909 2,824 2,800 2,750
6,521 6,585 5,950 6,198 6,781 7,388 8,472 7,008 7,778 8,600
47,299 44,582 38,211 37,920 34,382 36,473 26,591 20,736 20,230 22,000
49,307 51,321 51,638 51,184 51,382 51,118 50,366 49,913 48,510 48,050
14,551 13,152 12,064 12,871 11,259 11,050 12,258 11,996 11,630 11,500
19,785 19,253 19,181 19,244 19,301 19,708 19,442 19,483 19,648 19,499
114,542 135,072 125,373 122,846 126,427 136,801 126,722 124,264 120,208 123,730
398,564 345,675 369,974 406,468 401,739 411,284 498,452 410,392 410,973 400,000
562,838 579,754 604,130 603,726 598,075 588,021 578,790 517,645 511,635 506,000
3,884,107 3,825,045 3,761,142 3,614,627 3,514,214 3,495,265 3,299,021 3,273,085 3,134,994 3,252,601
1,800,314 1,780,413 1,781,206 1,765,327 1,764,000 1,764,000 1,763,000 1,731,588 1,730,000 1,728,000
105,566 109,636 112,030 109,738 107,012 104,458 102,322 99,870 97,477 95,182
98,988 106,270 106,164 103,971 97,981 94,051 89,807 86,185 81,941 82,706
152,678 156,435 157,939 156,517 160,589 161,442 164,075 165,654 170,461 172,327
49,532 888 840 809 806 858 842 865 1,040 1,131
312,916 309,329 307,585 298,137 288,645 275,390 268,805 256,622 245,231 234,637
11,605,980 10,773,967 10,341,180 10,288,430 9,739,080 9,040,508 8,386,716 7,565,493 6,775,596 6,375,625
273,381 268,788 270,194 273,522 272,054 271,697 269,203 272,623 273,888 273,888
1,972,559 2,072,461 2,135,477 2,225,011 2,123,710 2,147,889 2,354,542 2,718,110 2,852,697 2,890,015
221,744 240,650 248,173 248,298 180,235 165,794 160,490 143,765 126,283 118,321
525,136 530,387 649,375 655,577 720,079 696,834 705,154 761,391 798,820 799,870
53,284 53,399 53,455 53,569 53,613 53,618 54,362 54,697 55,220 57,495
76,253 76,136 77,142 87,913 81,718 82,800 74,778 67,600 79,478 76,000
41,316 43,644 48,652 45,471 52,354 52,000 52,500 41,579 39,771 40,000
39,861 39,845 39,793 39,797 39,792 39,760 40,000 40,000 40,000 40,000
434 423 432 441 435 427 430 426 404 406
6,150 5,712 5,792 5,976 4,956 3,954 5,059 5,291 5,305 5,794
589 658 442 315 201 270 278 550 899 677
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Table 18

Operating Indicators by Function and Agency
For the Last Ten Fiscal Years Ended June 30

2009 2010 2011 2012 2013 2014 2015 2016 2017(4) 2018(4)
Bridges PreServed.......iuiiiiiiiiiiiniiiii s 371 569 345 230 193 200 234 234 248 180
Recreation and cultural enrichment:

Conservation and Natural Resources

State park attendance (visitor days per calendar YEar).........oceeueirenirinrensinsenesesennes 37,000,000 38,400,000 37,600,000 37,600,000 36,400,000 38,000,000 38,000,000 40,500,000 40,100,000 40,200,000
Fish and Boat Commission

FiShing lICENSES SOIT. .....veuviuirieiiiiteie it 839,172 883,932 810,050 876,233 852,944 859,863 841,418 885,061 879,245 879,245
Game Commission

HUNEING ICENSES SOId.......vvviiiriieiisiie e 926,892 946,497 927,527 931,060 925,000 952,989 943,836 935,767 914,244 886,817
Historical and Museum Commission

Records maintained by the State Records Center (in thousands) (3).... 811,000 811,000 239,540 239,772 239,002 249,000 249,000 265,521 237,492 230,000

Annual visits to commission historical sites and museums (in thousands). 1,425 1,425 1,283 1,045 1,060 1,070 616 697 628 650

Sources: Governor's Office of the Budget, Comptroller Offices, various agencies

Notes:

(1)-Amounts are presented as of December 31.

(2)-Beginning with the 2015 fiscal year this figure is a rounded estimate.

(3)-Beginning with the 2011 fiscal year, this amount was revised to reflect the number of boxes maintained. Previous years reflected the actual number of records.

(4)-For the latest fiscal year, a majority of the indicators presented are estimates. For the immediately previous fiscal year, the amounts that were presented as estimates in the Commonwealth's CAFR for the June 30, 2017 fiscal year have been revised. Therefore, the
amounts shown may differ from what was presented in the June 30, 2017 CAFR.
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Table 19

Capital Asset Information by Function and Agency
For the Last Ten Fiscal Years Ended June 30

GOVERNMENTAL ACTIVITIES

Direction and Supportive Services
Department of General Services
Number of buildings
Total pieces of machinery and equipment.........cccccvvvveeeennns
Capital and Agency projects in design and/or construction(1).
Vehicles in fleet
Protection of persons and property
Department of Corrections
State Correctional INStEUtIONS (2)...eeeeeeeeeermemmmmmeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeennenes
State Police
Patrol VENICIES. .....ceeeeeeeeeeeeee ettt
Police stations and/or troop headquarters (2).
Department of Military and Veterans Affairs
Number of National Guard readiness CENLErS.........cuivvivirreireeiiniinieen e
Public education
State System of Higher Education (SSHE)-Component Unit (3)
Number of SSHE universities using Commonwealth owned buildings and land.....
Health and human services
Department of Human Services
Total number of hospital or treatment center complexes (2).....uuvvervrrrrrrrrrrrnnnnnns
Transportation
Department of Transportation
Total pieces Of EQUIPMENT ........uuuuuerennrunnnnnnnnnneennneeereeeenennnnnnnsnnnsnnnnnnnnnnnnnnnnnnns
Total lane miles of highways (state or locally maintained)(4)..........ccovvvvreriiiinnns
Recreational and cultural enrichment
Department of Conservation and Natural Resources
Acres of land in state parks and forests (in millions).............ccooeiiii s
Game Commission
Acres of game lands (in MIllIONS).........ccvieiiiiiiiie e
Fish Commission
Public boat launches
Total number of fish hatcheries.
Historical and Museum Commission
Museums and hiStoriC SIEES (5).uiviiiiiiiiiiiiiiiiiiiiiiiiiiiii e
Economic Development
Department of Labor and Industry
Square footage of rehabilitation centers owned by the Commonwealth...............

2009 2010 2011 2012 2013 2014 2015 2016 2017 2018
85 119 116 116 116 115 115 115 115 115

148 394 139 155 134 141 147 138 144 156

425 638 725 764 799 767 647 315 258 231
16,307 15,808 16,353 15,821 14,704 14,542 14,253 14,555 14,674 14,981
27 27 27 27 26 26 26 26 25 25
2,189 2,182 2,182 2,182 2,182 2,182 2,182 2,182 2,197 2,282
24 25 25 25 26 26 26 26 26 26

117 100 100 99 99 85 84 87 85 85

14 14 14 14 14 14 14 14 14 14

18 19 17 17 17 17 17 17 16 16
7,969 7,707 7,722 7,792 8,128 8,242 8,388 8,559 8,928 9,344
117,187 117,385 117,499 117,588 117,681 117,760 118,000 118,000 118,000 118,000
2.4 2.4 2.4 2.4 25 2.5 25 2.5 2.5 2.5

1.4 1.4 1.4 1.4 1.5 1.5 1.5 1.5 15 1.5
271 271 271 271 271 271 271 271 271 271

15 15 15 15 15 15 15 15 15 15

40 40 40 39 39 37 37 34 30 29
444,035 444,035 444,035 444,035 469,065 469,065 469,065 469,065 469,065 469,065

Sources: Governor's Office of the Budget, Comptroller Offices and various agencies.

Notes:

etc.).

(3)-The State System of Higher Education (SSHE) is a discretely presented component unit.
governmental activities capital assets in the Commonwealth's Statement of Net Position. See Note A in the Notes to the Financial Statements for a detailed description of this relationship.

(4) Beginning with the 2014 fiscal year, the estimated miles have been rounded to the nearest thousand.

(5) Counts have been updated from 2009 forward to reflect PHMC owned sites deemed to have local, but not statewide significance. Therefore, the amounts shown may differ from what was presented in the June 30, 2017 CAFR.

(1)-Beginning with the 2016 fiscal year, only projects that are actively being designed and/or constructed are included.
(2)-State Correctional Institutions, police station/troop headquarters and hospital/treatment center complexes include nondepreciable capital assets (e.g. land) and depreciable assets (e.g. machinery and equipment, buildings, improvements,

However, each of its universities uses land, buildings, and improvements which were purchased by the Commonwealth and are still reported as
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COMMONWEALTH OF PENNSYLVANIA June 30, 2018

APPENDIX - Legend of Abbreviations

The following legend presents descriptions of abbreviations that appear throughout the report:

ABBREVIATION DESCRIPTION
AAL Actuarial Accrued Liability
APSCUF Association of Pennsylvania State College and University Faculties
ARO Asset Retirement Obligation
BFTDA Ben Franklin Technology Development Authority
BMP Best Management Practices
C&R Compromise and Release
CAFR Comprehensive Annual Financial Report
CFA Commonwealth Financing Authority
CFP Charitable Food Program
CHIP Children’s Health Insurance Program
CIP Commonwealth Investment Program
COLA Cost of Living Adjustments
CMO Collateralized Mortgage Obligation
CRIZ City Revitalization Improvement Zone
CTF Collective Trust Fund
CuU Component Unit
DCED Department of Community and Economic Development
DCP Deferred Compensation Program
DEP Department of Environmental Protection
DGS Department of General Services
DHS Department of Human Services
DOH Department of Health
DOR Department of Revenue
DOT Department of Transportation
DPCU Discretely Presented Component Unit
EAFE European, Australian, and Far East
EIO Education Improvement Organization
EITC Educational Improvement Tax Credit
ETF Exchange-Traded Funds
EZP Enterprise Zone Program
GA General Assistance
GAAP Generally Accepted Accounting Principles
GASB Governmental Accounting Standards Board
GFOA Government Finance Officers Association
GO General Obligation
GSE Government Sponsored Enterprise
GSP Guaranteed Savings Plan
HOP Health Options Program
IFPA Insurance Fraud Prevention Authority
IBNR Incurred But Not Reported
JCTC Job Creation Tax Credit
KBRA Kroll Bond Rating Agency
K1z Keystone Innovation Zone Program
KOz Keystone Opportunity Zone Program
L&l Department of Labor and Industry
LCB Liquor Control Board

Commonwealth of Pennsylvania 298 Governor's Office of the Budget
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COMMONWEALTH OF PENNSYLVANIA June 30, 2018
APPENDIX - Legend of Abbreviations
LIBOR London Interbank Offered Rate
LOC Line of Credit
MBS Mortgage-Backed Securities
Mcare Medical Care Availability and Reduction of Error Fund
MCM Mellon Capital Management
MD&A Management’s Discussion and Analysis
MLF Motor License Fund
MLP Master Limited Partnership
MoOuU Memorandum of Understanding
NAICS North American Industry Classification System
NAP Neighborhood Assistance Program
NAV Net Asset Value
NIZ Neighborhood Improvement Zone
NPL Net Pension Liability
NPP Neighborhood Partnership Program
NRSRA Nationally Recognized Statistical Rating Agencies
NRSRO Nationally Recognized Statistical Rating Organization
NYSE New York Stock Exchange
OFT Oil Company Franchise Tax
OPEB Other Post-Employment Benefits
OSTC Opportunity Scholarship Tax Credit
PACE Pharmaceutical Assistance Contract for the Elderly
PCCA Pennsylvania Convention Center Authority
PEBTF Pennsylvania Employees’ Benefit Trust Fund
PEDA Pennsylvania Energy Development Authority
PEDFA Pennsylvania Economic Development Financing Authority
PEMA Pennsylvania Emergency Management Agency
PennDOT Pennsylvania Department of Transportation
PENNVEST Pennsylvania Infrastructure Investment Authority
PG Primary Government
PHEAA Pennsylvania Higher Education Assistance Agency
PHEFA Pennsylvania Higher Education Facilities Authority
PHFA Pennsylvania Housing Finance Agency
PHMC Pennsylvania Historical and Museum Commission
PIB Pennsylvania Investment Bank Fund
PIDA Pennsylvania Industrial Development Authority
PKSO Pre-Kindergarten Scholarship Organization
PLCB Pennsylvania Liquor Control Board
PPC Port of Pittsburgh Commission
PRPA Pennsylvania Regional Port Authority
PSDC Philadelphia Shipyard Development Corporation
PSERS Public School Employees’ Retirement System
PTC Pennsylvania Turnpike Commission
PTRR Property Tax and Rent Rebate
PURTA Public Utility Realty Tax Act
REAP Resource Enhancement and Protection Tax Credit
REHP Retired Employees’ Health Program
REIT Real Estate Investment Trust
RPSPP Retired Pennsylvania State Police Program
RSI Required Supplementary Information
Commonwealth of Pennsylvania 299 Governor's Office of the Budget

www.budget.pa.gov



COMMONWEALTH OF PENNSYLVANIA June 30, 2018
APPENDIX - Legend of Abbreviations
S&P Standard & Poor’s
SCC State Conservation Commission
SEA Sports and Exhibition Authority
SERS State Employees’ Retirement System
SMA Separately Managed Accounts
SO Scholarship Organization
SPP Special Program Priorities
SPSBA State Public School Building Authority
SSHE State System of Higher Education
STIF Short Term Investment Fund
STIP Short Term Investment Pool
SWIF State Workers’ Insurance Fund
TANF Temporary Assistance for Needy Families
TSCT Thaddeus Stevens College of Technology
UAAL Unfunded Actuarial Accrued Liability
uc Unemployment Compensation
USTIF Underground Storage Tank Indemnification Fund
Commonwealth of Pennsylvania 300 Governor's Office of the Budget
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